os eal 


. 


> 


Economic Brief with Respect to the . aT 
Proposed Milk Marketing Agreement and Proposed. Order 
; for the 
District of Columbia Marketing Area 


_ by 


Pe L. Miller, 
Principal Agricultural Economist, 
Dairy Section, 


and. 


We Pe Sadler, : 
Senior Agricultural Economist, a eal 
Dairy Section, 


and 


H. L. Forest, 
Associate Agricultural Economist, 
Dairy Section. 


Paper No. 9, Series on Marketing Agreements and @rders, Dairy 
Section, Agriailtural Adjustment Administration, United States 
Department of Agriculture, June 30, 1936. 


INTRODUCTION 


The proposed marketing agreement and proposed order has for its 
purpose that of increasing returns to producers of milk for the 
District of Columbia by establishing. and maintaining better marketing 
conditions. The main provisions of the proposed eee agreement 
and proposed order are: 


1. The classification of milk into two types of uses made 
by handlers. 


2 The fixing of the prices to be paid to producers by handlers 
for milk used in each class. 


3. The apportionment of the proceeds of the sale of milk to 
handlers by pooling all the proceeds of sales to all handlers and the 
peyment to producers according to a base~rating plan. 


All these provisions. have been used in the market to some 


extent since 1924. The prices proposed are those that now prevail in 
the market. 
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Economic Conditions of the Dairy Farmers Supplying Milk and 
Cream to the District of Columbia Marketing Area 


J 


So much has been written on the dire conditions of agriculture 
that it-needs hardly be-pointed out‘that the dairy farmers did not 
escape the fate of all other types of farmers. Before looking speci- 
fically at the economic situation of the dairy farmers supplying milk 
to the District of Columbia it would be wise, and, in fact, necessary, 
to review the conditions of the dairy industry in the country as a 
whole. Such a review is necessary, for it was because the dairy farmers | 
as a whole were in poor financial shape that milk and its products were 
included in‘the Agricultural Adjustment Act; as‘ amended; as being a 
commodity for which some aid must be given in stabilizing marketing 
conditions. The condition of the dairy farmers supplying milk to the 
District of Columbia reflects the condition.of dairy farmers in the 
rest of the country. | | 


Throughout the country a wide disparity existed between the price 


recéived by farmers for dairy ‘products and the pricé paid by farmers for” “ 


commodities purchased during the period 1929 to 1933. In the year 1933 
the price received by farmers for milk sold wholesale 2/had declined to 
& point 49.2 percent below that received in.1929.. (See Table 1.) 


With such a sharp decrease in prices, added to the fact that 
milk prices had not fallen to the same extent as had the price of 
other agricultural products, farmers attempted to maintain their in 
come by producing more milk. From January 1, 1929 to January 1, 1933, 
the number of cows and heifers in the United States increased until 
the number of cows milked in 1933 was the highest on record. Total 
production of milk in the United States increased from 98,782,000, 000 
pounds in 1929 to 102,309, 000,000 pounds, or nearly 4 percent. 


' Despite the increase ‘in production (dnd probably because of it) 
the gross income from milk produced on farms in the United States 
declined from $2,322,553;,000 in 1929 to $1,262,554,000 in 1933, a 
Gecline of. 45.6 percent. (See Table. a.) ‘Cash income :from dairy 
products ey sold from farms in the United States in this same period © 
declined from $1,847,235,000 to $988,880,000, or 46.5 percent. (See. 
Table ‘3.) | 
arg ener ig gle Sid dente ak Sad Aa wd sev ate ae a Ua ilee aneL, °.) ENR oL aa, ee 


1/ Price paid for all milk sold as whole milk. 


Lhe Cash income, as distinguished: from gross income, excludes the value 
of products consumed in the household on the farm where produced. 
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When one realizes that the income from dairying represents over 
one-fifth of the total agricultural indome’of the United States, he 
must realize the significance of this drastic reduction of income, ‘not 
only to dairy farmers but to all people in the country. With this darge 
part of the consumers of industrial goods in serious economic distress 
and their demand’ for such goods drastically curtailed, thé income of 
people in industrial centers was, bound to.be curtailed. : vA 


a The decline in’ the price paid by farmers for commodities pur- 
Chased did not show thé same sharp drop. In 1933 the index of prices 
paid by farmers, including taxes and interest, was only 28.8 percent 
below that which prevailed in 1929, Industries generally had pretty 
well maintained their prices through curtailing production in contrast 
with’ farmers whose economy is such that without public assistance, 
falling prices only tend.to induce desperate efforts to maintain in- 
come by increasing supplies. “a a 

‘Farmers probably better than any othef group can maintain their 
production in an attempt to maintain their-income, but, with continuing 
low prices, there soon must be a break. Farmers cannot continue to 
procuce without receiving an-adequate return for their labor. 


The incomes especially in the dairy industry had declined not 
only from the general reduction in purchasing power of consumers but 
elso because of unstabilized marketing conditions. , Milk has peculiar 
Characteristics which are conducive to creating unstabilized markets. 
It was to provide some means of correcting these unstable conditions 
so that the returns to farmers might be increased that the dairy 
program of the Agricultural Adjustment Administration was presented, 
and such is still its purpose and aim. © . 


The amount of milk used for fluid milk and cream represents about 
50 percent of all, the milk produced, by farmers .in the United States and 
the income therefrom represents a considerably larger percentage of the 
totak income from the sale of Gairy productse One of the first types 
of dairy farmers to request aid was the fluid milk producer. A- number 
of milk marketing agreements and licenses. were issued under the Agri- 
cultural Adjustment Act, passed in 1933. This type of program was out- 
lined more specifically in the Agricultural Adjustment Act, as amended, 
in 1935 and the licensing provision in the original act was revised so 
that now marketing agreements and orders are issued. 


Looking more specifically at the conditions of dairy farmers 
supplying milk to the District of Columbia, it is found that they, too, 
suffered the effects of the depression. ‘The farm price of milk sold 
wholesale in Maryland and Virginia, the two principal sources of milk 
for the District of Columbia, (some milk also being produced in 
West Virginia) declined, in the period 1929 to 1933, from $3.66’and 
$2.88 per hundredveight, respectively, to $2.00 and $1.59, respectively. 
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In this area too, production first increased from 1929 to 1930, 
probably in an attempt of farmers to maintain their income. The 
‘ increase ‘in' production was not sufficient for farmers to maintain their 
income, anc the continuance of low prices caused them to curtail produc- 
tion. In 1933, however, production was still above that of 1929. 


* - * Despite the increase in’ production the gross and cash income from 
dairy products had declined in both States from 1929 to 1933., In 
Maryland, gross income had declined from $25,156,000 to $15,783,000, or 
37.3 percent. Cash income showed a drop of from $21,281,000 to $13,125,000, 
or 38.3 perceht. In Virginia, gross income declined from $35,291,000 to 

$19,993,000, or 43.3 percent, and cash income from $18,311,000 to 
$9,904,000, or 45.9 percent. cy 


The dairy enterprise is of great importance to the farmers in both 
Maryland and Virginia. In Maryland 30,730 farms reported cows milked in 
1929, and 13 percent of these farms received more than 40 percent of 
their income from the dairy enterprise. In Virginia 128,405 farms 
‘reported cows milked, and 2 percent received’more than 40 percent of 
their income from the dairy enterprise. In Maryland the cash income 
from dairy products in 1934 represented 28.3 percent, and in Virginia 
ne Peay: of the total cash income to all farmers in the State. (See 
table 6e 


The decline in the economic condition of the dairy farmer in these 
two States was caused in part by the widespread economic depression which 
had reduced all prices which consumers were willing to and could pay. 

The bottom of the depression for dairy farmers appears to have been 
reached in 1932 or 1933 and since that time the financial condition of 
dairy farmers has improved somewhate It would not be without foundation 
to say that much of the betterment of dairy farmers is due to the dairy 
program of the Agricultural Adjustment Administration. The regulation of 
numerous fluid milk markets in the country, the stabilization program in 
the butter and cheese market, and the regulation of several manufactured 
dairy products have been very effective in establishing such widespread 
marketing conditions in the industry that all dairy farmers have benefited. 


_ ,furthermore, the general economic situation of the country has been 
on the upgrade since 1933. Consumers have been willing and able to pay 
more for their dairy products. - 


a _ The deiry producers in this area-supplying milk to the District of 
Columbia have shared in the general benefit of these bettered conditions. 

The weighted average price received by these producers through their 

cooperative association after having fallen from 32.5 cents per gallon 

in 1929 to 24.56 cents per gallon of 4.0 percent milk in 1933, increased 

to 24.94 cents in 1934 and to 25.42 cents in 1935. (See Table 7.) 
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However, this average price réceived in 1935 was still 21.8 per- 
cent below the price received in 1929. Production has increased somewhat 
in 1954 and 1935 over that produced in 1933 but is still below that 
procuced in 1929. It is evident that the producers supplying milk and 
cream to the District of Columbia Marketing Area have not been relieved 
of all their financial difficulties, and a program directed specifically 
to establishing more stabilized marketing conditions in the District of 
Columbia would increase the prices received by them. It is the purpos e 
of the proposed marketing agreement and proposed order. to increase 


returns to these producers by establishing better marketing conditions 
for milk in their market. 


1] D 
Partai 


. Comparison of the Prices. Specified in the 
Proposed Marketing Agreement and Proposed Order’ 
for these Be sie 
District of Columbia Marketing Area - 
with at 
Parity Prices for Milk in that Market 


Section 2 of the Agricultural Adjustment Act, as amended, states 
that it is the declared policy of Congress "(1) Through the exercise 
of the powers conferred upon the Secretary of Agriculture under this 
title, to establish and maintain such balance between the production 
end consumption of agricultural commodities, and such marketing condi- 
tions therefor, as will reestablish prices to farmers at a level that 
will give agricultural commodities a purchasing power with respect to 
articles that farmers buy, equivalent to the purchasing power of agri- 
cultural commodities in the base period; and, in the case of all com- 
modities for which the base period is the pre-war period, August 1909 
to July 1914, will also reflect current interest payments per acre on 
farm indebtedness secured by real estate and tax payments per acre on 
farm real estate, as contrasted with such interest payments and tax 
payments curing the base period. The base period in the case of all 
agricultural commodities, except tobacco and potatoes, shall be the pre~ 
war period, August 1909 to July 1914. In the case of tobacco and 
potatoes, the base period shall be the post-war period, August 1919 
to July 1929." 


In section 8(e) of the Agricultural Adjustment Act, as amended, 
it is provided that "In connection with the making of any marketing 
egreement or the issuance of any order, if the Secretary finds and 
proclaims that, as to any commodity specified in such marketing agree~ 
ment or order, the purchasing power during the base period specified 
for such commodity in section 2 of this title cannot be satisfactorily 
determined from available statistics of the Department of Agriculture, 
the base period, for the purposes of such marketing agreement or order, 
shall be the post-war period, August 1919 to July 1929, or all that 
portion thereof for which the Secretary finds and proclaims that the 
purchasing power of such commodity can be satisfactorily determined 
from available statistics of the Department of Agriculture." 


In the case of milk produced for sale in the District of Cdlumbia 
such milk has been sold on other than a flat price basis only since 1924 
so that there are no available statistics for the computation of parity 
prices on a class use basis except since the year 1924. Hence parity 
prices have been computed from available statistics in the Department 
e Agriculture with respect to the period August 1924-July 1929 in- 
clusive. 


ee 
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On this market handlers have for a long period paid a premium 
for milk produced under certain Sanitary standards established by the 
Health Department of the District of Columbia. These premiums were 
paic in addition to the quoted prices for milk during the base period 
and up to Bebruaryl935. (See also Part IV.) In that month a change 
was mace by the cooperative association in the method of pricing milk 
to handlers. The association at that time took the responsibility of 
paying the premiums to the producers and charged all its handlers 

5.08 per hundredweight for all the milk accepted by handlers from 
members and not returned to the association. The price of $3.08 
therefore included all payments for premiums and the association 
guaranteed to each of its handlers thet the quality of milk received by 
the handlers would be at least of average quality. Previous to this 
time, in 1934 the handlers had paid $3.02 per hundredweight for bage 
milk retained by them and, in addition, had paid the premiums. 


Consequently, in order to obtain a price series which is com- 
parable with the average quality of milk now produced for sale in the 
Market, the weighted average premiums paid in January of this year 
must be added to the price quoted for the base period, which price does 
not include premiums. The weighted average premium paid to producers 
in January 1936 was $0.34 per hunéredweight. (See Tables 8 and 9.) 
Thus handlers paid, for a quality of milk comparable to the quality 
of milk for which handlers now pay $3.08, a price of $3.75 plus $0.34 
or $4.09 per hundredweight. | 


During the period from 1929 to May 1936 the. prices paid by 
farmers for commodities purchased declined 21.7 percent so that, with 
the same amount of money received in the base period, farmers could 
now purchese 21.7 percent more goods.. The parity price is that price 
which would allow producers to purchase the same amount of goods as 
purchased in the base period. Consequently, the parity price for 
Class I milk in May 1936 was 21.7 percent below the average price 
received in the base period, or $3.20 per hundredweight ($4.09 x 78.3). 
(See Table 10.) 
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Table 9: Weighted average for all milk, of premium 
paid by dealers for base deliveries from 
farms with Health Department Scores in 
each year 1924-1936, 


Year Premium } 
Cents per Gal. — Per Crt. 
1924 ely 16.4 
1925 16300 © | Lag 
1926 . | 1.748 20.3 
127 1.620 | 18.8 
1928 1.588 18.4 
ae) ; 1.803 209 
Total 1924 = 129 | / Called 18.4 
LISO 1.889 21.9 
ie Ok 1.992 2301 
1932 2146 24.9 
eo 22600 - 3002 
1934 26780 3202 
1236 . 20790 3204 
1936 20897 3326 


Maryland and Virginia Milk Producers! 
Association. 


Table 10 —- WASHINGTON, D. C.: Index of prices paid by farmers 
for commodities bought,prices paid by handlers for 
Class I 4% milk per cyt. and parity prices, average 
August 1924-—July 1929, by years 1930-1935 and by 
monthe, fore gga. ; 


Index of prices 


' Parity price for : Paid by 


Year and : paid by farmers : milk of ‘ Handlers for 4% 
Month for commodities ‘ comparable quality : Class I milk 
5 : je) Guat oan: : i ‘ : Tw be Cat 
a Percent | Atal Dollars 
August 1924 nae | 
“July 1929 : 100.0 Ags ANOS 5) ee 375 
neem meme 
1930: 93.9 has 3.84 3.84 
Hei 4's 80.3 3028 3.67 
Nese) | 69.3 Bist) 3.30 
Hee 70.6 2.89 3.07 
1934. + 79.6 3e26 3202 
Ueto 80.9 3631 3.08 2 
1936f- : ae ‘ 
January : 79.0 3023 3.08 2/ 
February : 79.0 3423 3.08 2/ 
March : 78.03 3.20 3.08 2/ 
Porilkap 78.3 3.20 3.08 2/ 
May 3 78.3 3620 3.08 2/ 
June 
July ' 
August | : 
September 
October & 
November ‘ ‘ 
December 


i) Includes weighted average premium paid in 1936 


2/ Price including weighted average premium show on Table 9. 
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Part III 


Character of the. Commerce: in Milk 
in the - . 
District vor Seer Marketing pease 


Conditions existing among the dairymen in the area supplying milk 
to the District of Columbia threaten both the quantity and quality of the 
supply of the area. And since the entire supply for sale in the District 
of Columbia is brought into the area from across State lines the handling 
of this milk is wholly in interstate commerce. 


More than 75 percent of the 21,877,487 gallons of milk brought into 
the District of Columbia by handlers purchasing through the cooperative 
association in 1935 was produced in the two counties of Frederick and 
Montgomery in Maryland dnd the three counties of Fairfax, Loudoun, and 
Fauquier in Virginia. The remaining 25 percent was produced in the more 
distant counties of Virginia and Maryland, and some little in West Virginia. 
There are a few dairy cows in the District of Columbia owed by public or- 
ganizations for their own use. The members of the Maryland and Virginia 
Milk Producers Association, who produced about 90 percent of all the milk 
for the marketing area, in 1935 produced 12,751,131 gallons, or 58.3 per- 
cent of all milk of the Association in Virginia; 8,969,121 gallons, or 
41 percent, in Maryland; and 157,235 gallons, or .7 percent, in West Vir- 
ginia. (See Table 11.) Some of the handlers purchasing through the asso- 
ciation buy milk from producers located in all three of the States and only 
one buys his milk exclusively in one State. In 1933 the association had 
583 of its producers: located in ap he 531 in Maryland, and 14 in West 
Virginia. 


There is also brought into the District of Columbia cream produced 
in the Middle West, mainly in the States of Wisconsin and Minnesota, for 
use in ice cream manufacture. This cream is in direct competition with 
the market of all milk not used as fluid milk and cream and the price of 
it affects and is affected by the price paid to the producers regularly 
delivering milk to the marketing area. 
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Part LV 


The Classification and Prices. of Milk Provided 
by the Proposed Marketing Agreement and Proposed Order 


. A general discussion of the price structure for milk is set 
forth in Technical Paper No. 1 published by the Dairy Section of the 
Agricultural Adjustment Administration. 3/ In the paper it is shown 
that the classified price plan of selling milk to distributors develops 
from the competition among distributors to receive an even supply of 
milk, or rather, a supply of milk that is closely related to. such 
distributors requirements for milk for fluid milk trade. Those 
producers whose deliveries of milk are most uniform from season to 
season will tend to become associated with the fluid milk distributors. 
The paper also shows how differences in (1) cost of transporting a unit 
of milk in fluid form and the product equivalent of a unit of fluid 
milk, and (2) varying sanitation requirements applicable to milk 
produced for use as fluid milk and milk produced for use in manufactured 
dairy products affect the differential between the prices of milk used 
for different purposes. | ; 


A. Provisions of the proposed marketing agreement and proposed 
order. 


Two classes of milk are defined in the proposed marketing agree- 
ment and proposed order, namely: 


All milk or cream received by each handler from producers or an 
association of producers shall be Class I milk except that milk which is 
handled so as to be classified in Class II pursuant to the definition 
of Class II in the proposed marketing agreement and order. 


Class II milk is defined as any milk or cream received by any 
handler from producers or associations of producers which is sold to 
Maryland and Virginia Milk Producers Association or to a person who 
is a manufacturer of ice cream sold at wholesale, provided that such 
handler has given the Market Administrator reasonable opportunity to 
inspect such milk or cream prior to such sale and presents on or before 
the date for filing reports a sworn invoice of such sale in the form 
as prescribed by the Market Administrator. 


The classification and price provided in the proposed marketing 
agreement and order relative to milk produced for sale in the marketing 
area appear adequate and reasonable to secure an adequate supply of 
high quality milk in light of the facts relative to the supply and 
demand conditions and to the sales and uses of milk in the District 
of Columbia Marketing Area. Such facts and considerations are set 
forth in detail in the following pages. 


'3/ gee Appendix A. 


B. Use classification. 


The classification plan for selling milk to handlers is one of 
long standing. Some such plan was in effect in the Boston market even 
as early as the latter part of the 19th century. In Washington an 
approach to such a plan has been used since 1924 by the cooperative 
association in its negotiations with the handlers purchasing milk from 
members of the association. 


Handlers cannot purchase milk or cream for fluid milk and cream 
use from any producer who has not a permit from the Health Department 
of the District of Columbia. Hence he mst at all times insure himself 
against a possible shortage of milk for such uses. 


But the milk and cream used for purposes other than as fluid 
milk and cream do not need to meet the same strict health standards 
and such milk and cream can be purchased from producers who are not 
regularly or rigidly inspected. The milk and cream purchased by the 
fluid milk and cream handlers in excess of their fluid milk and cream 
needs must be sold in competition with this lower quality milk and 
cream. 


Ready demand exists among local ice cream manufacturers for the 
cream which can be made from this milk. Since February 1, 1935 the 
association has retained title to such excess milk selling it as cream 
to ice cream manufacturers. Handlers retain the skim milk for the 
service of separating and handling such cream. The association stands 
ready and does market the cream from excess milk for handlers who 
receive only a part or none of their supply from member producers. 
Handlers thus are relieved of the expense and risk of selling the 
products from milk not needed for their daily milk and cream trade. 
The volume, price and disposition of such excess milk by the associa- 
tion during eleven months of 1935 is shown in Table a2. 


During 1935 the percentage of all milk produced by association 
producers retained by handlers which is now defined as Class I varied 
from 98.4 percent in March to 79.8 percent in June. The percentage 
returned to the association which is now defined as Class II varied 
from 1.6 percent in March to 20.3 percent in June. (See Table es 3) 


These wide variations in the percentages used in each class arise 
from the fact that the amount consumed as fluid milk does not fluctuate 
to the same extent as production. The demand for fluid milk being in- 
elastic even a sharp drop in price would not increase consumption to 
any marked degree while the rapid rise and fall in the price would 
probably upset the marketing conditions in the market. 


ote 


Table 12.- Washington, D.C: Volume, price and disposition of 
Class III Sales by the Maryland and Virginia Milk 
Producers Association, February-~December, 1935. 


Percent of , Average Net , Disposed of 
Total t - Weighted | Outside of 
Month Volume ‘ Deliveries ‘| Price per | Metropolitan 
: Gallon Area 
Gallons Percent : Cents : Percent 
February |) 155) 627 3.56 a 76 24.3 
March fr e28 SOLO 1.59 : 16.80 21.4 
April ' 68,760 | Be ery Ae. 40) Wy | 49.3 
May : 357,490 LEN Ghee Ae cy oy pe 29 ; 75.0 
June ' 418,085 Bogeoe ee. NAO 75.6 
Soly | : 208,530 Meeps pee 1t92 43.5 
August 189,440 WaT can pect aad ac key SS Fa 64.6 
September | 196,860 eee METAS: Ch nme Me TAKE! Mn! 32.4 
October } 147,385 Bel wercten aie.43p-le 53.2 
November ; 57,925 Bebo, Ree Me wel SCOl 3) | 54.3 
December | 93,230 Boca) Maem Sere ee 67.8 


fh 821, 242 
ites. | h 


Average 


4 
4 
t 
' 
‘ 
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Got th Ree one ee 59.3 


Compiled from the Annual Report of the Maryland and Virginia Milk 
Producer's Assocsation,. inc... L93c. 
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Peano > sO weer Mend eam priges to be paid producers. 

y . The, minimim prices to be paid associations of producers for 

- 'GQlass I milk, according to the terms’of the proposed marketing agreement 

and -propgsed,order, delivered to a handler! s- plant within 35 miles of 

"the nedrest, boundary of the marketing area is $3.08 per hundredweight . 

ee ot milk or. 4% milk equivalent of the cream delivered, i.e., SAW Petey eb 
pound of butterfat. | 


If thé milk ‘is delivered to a handler's plant located more than 
25 miles’ from the nearest boundary. of the marketing area. the price of 
$3.08 per hundredweight is subject to an adjustment of $.35 per hundred- 
ss weight. If eream is delivered the price is also subject to an adjust- 
ment of $.35 per hundredweight. | i 


‘The price of $3.08 per hundredweight refers to milk’ of 4.0 per- ‘ 
cent butterfat, for each tenth of one percent above or below 4.0 percent 
there is td be added or subtracted, as the ‘case may be, $.06 per 
hundredweight. ~. ia aah ad Br <5 


The: minimum price for.Class I milk to be paid producers by: Bi. 
handlers is to be not less than $3.08 per hundredweight. subject’ to the 
adjustment. of $.35 per mundredweight’ if delivered to.a handler's plant 
located more than 35 miles from the nearest boundary of the marketing — 
area or if such milk is delivered ‘to a handler's plant as cream. PI 


The Class II price to be paid producers-is the amount received . 
for such milk by handlers when sold as cream and if sold as milk the 
amount received less $.35 per hundredweight. 


The. milk shed of the District of Columbia, like many other ~~ 
markets along the Atlantic Coast is surrounded by and includes milk 
sheds of other cities. Richmond on the South, Philadelphia and New 

‘York on the North, West and East, and Baltimore on the Northeast * 

all have their milk sheds adjacent to or overlapping the Washington 
milk shed. Consequently if there is a strong demand For milo in 
Washington the price ‘paid for milk in Washington must be high enough 

to induce enough fluid milk shippers to turn to Washington rather 

than to one of: the other fluid’ milk markets. There are very few milk °. 
producers in the area who produce milk for manufacturing. The 
Washington milk shed now extends ‘as far, south as Fredericksburg, which 
is approximately half way between Richmond and Washington. The Class T- 
price in Richmond is now $3.17 per hundredweight for AA milk of 4 per=' 
cent butterfat content. (See Table 14.) ‘The transportation allowance 
is about the same from Fredericksburg to Richmond as ‘it is from 
Fredericksburg to Washington, which results in a differential at. : 
Fredericksburg of $,09 per, hundredweight in favor of Richmond for milk. , 
of a quality not different from the high quality required by the 
District of Columbia Health Department... 
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Philadelphia handlers are paying $2.70 per hundredweight for 
Class I milk of Grade B quality and of 4.0 percent butterfat content. 
(See. Table 15.) ‘The Philadelphia milk shied comes nearest to Washington 
at Hagerstown, Maryland. ‘Thus for a country station at Hagerstowm 
with the transportation and country station allowance of approximately 
$.40 per hundredweight, the net. price is $2.30 as compared with the 
price of $2.73 paid Washington producers at the country station in 
Frederick, Maryland. This price quoted for Philadelphia is for 
Grade B milk which milk is considerably inferior to the milk produced 
for Washington. :The differential ,of $.43,appears to be an adequate 
differential to compensate Washington producers for the higher quality 
of milk. This differential is in favor of Washington on this side of 

the milk shed because the quality of Grade B milk produced for 

Philadelphia is not as high as the milk produced for Richmond. ‘The 


. . Philadelphia handler also pays a premium above the quoted prices for 


milk of Grade-A quality. The average price for Grade A milk for Phila- 
delphia would be about $3.05 f.0.b. the city so that the differential on - 


-. guch milk is considerably less, .being only about $.08 between Philadelphia 


‘and Washington. 


The milk sheds of Baltimore and Washington overlap to a consider- 

‘able extent. Some producers east of Baltimore are now sending their 
milk to Washington. Consequently the prices in the two cities must be 
kept in line and the only differential that can exist is one that will 
adequately compensate the Washington producers for the additional cost 
and trouble of. meeting the Washington sanitary regulations. The price 
‘paid for Class I milk in Baltimore is now $2.90 per hundredweight for 
milk of 4 percent butterfat content, making a differential of $.18 per 
hundredweight. (See Table 16.) ‘This $.18 differential is customarily 
thought of in the market as being approximately correct.- 


andl Price history in the market. 
1. Farm price of milk sold wholesale. 


The average annual prices of milk sold wholesale in the States 
of Marylend and Virginia for the period 1910 ~ 1936 are shown in 
Tables 4 and 5. During this period in Maryland such prices reached a 
high point of an average of $4.41 in the year 1920 but dropped sharply 
in the next two years so. that in 1922 the price averaged only $2.99. — 
The price increased to $3.58 in 1923 and averaged about that through 
1930. Since 1930 it fell to $2.00 in 1933, which is the lowest price 
since 1912, and in 1935 averaged only $2.48, which, excluding 193<, 
1933 and 1934, was the lowest price received for such milk since 1916. 


Table 15. 
Dealers! buying prices per cwt. of 3.5% Raw 


~ PHILADELPHIA, PENNSYLVANIA: Fluid Milk Prices. 
Milk delivered, F.0.B. City 


Year Nov. : ‘Average 


Dollars 


a 


Dollars 


ee ee Oe ae 


-1919 Bee 3687: eee Od ehecO, | 5200) 1 32): | 3.48 : 3.94 : 3.712/ 3.714! 3.714/ Beilioce ooels®) 
1920 Beoe : 5.82: SG .86 7. -5.(0 4 310 Bi68.: 95.68 : eile HoTOs | ath 10 tie He10  aoget | 4.82 
1921 | ae ZS | 3.Usk 3.4s*: 2.86*: 2.74 : 2.65 | BI60 #422094. te 2309 P09 me arefOn 2.94 

Soe. | ae : ; 
MMe, 2068S | 2.70: 22.70": 2.67%: 2.5/7": Dob [*s Besbet ates | 2.92%: 3.04% 3.04: - 2.73 
1923 : 3.03* : 3.04%: 5-OU% 3.04%: Z.HO*: 3.40%: 3.Wbe: 3,5o*: 3.64": 3.52%: 3.17% Se 17h. 2 5 2coe 
Mee Sely* + 3.15% . 5015* Belo¥a 5.10% 0 5.16") %e16*! 3.16" 3eL6": 3.167: 35.16%) 500% 3.16* 
aie + oed0* : 3.16% WGe eeel Ori my elO" | as. 10% 4 55.16" Bootes o10% 2 510% 1.5.10 if 3.39 Af 3.18* 
doe5 | 3.39% : 3.16% 3.16% 3.16%! 2.93%: 2.93%: , 3.16%: Bel6¥ eh. 108 Rel? 351s oe oe 3.23* 
Beep : 5.51% 565142 5651% elven 4 hk 355d Sel : “SeDk a i es bl t ee 5251 Neo 3-51* 
Be e5k* 3.514 5. 5s51% 5051 3.5L: Fay teens 15 1L*) pele oa aD) 3.51% 3.51% 3-51* 
1929 : 3.49%: 3.gt : 3.61% 3.61%: Ze: 3.49%: Z.UQ*- 15 .gt | Be [ tet 5 f et Fete: 3.66% 3 .60* 

eae: 3.252% 3.644 Dole te Goce pyaar Su Lae: Saat Noite a Gale Sh neces: 

(1930 : z Lge: 3.Ug* 1 Zug: 3.49%: 3.49*- ; Z.4Qe : ZUQ*-! Z.HO*- 1 3.UQ* | Zug: 3.49%: 5.29% 3.49* 
M5 5053". 257 abe od ees 2 Sasi ese bite eo eo os oe 
eae : 3.09": 3.09%: 3.09% 5.09%: 5.09%. 3.09%! 3.09%: 3.09%1. 2.76%: 2.70%: -2070% 2.76%. 2298* 
(1932 fee 2553" D.5UYG ee e.guh 2.54% Pe 5M iu 2.00". 2.20%: 2.20%: 2.20%: 1.98% 1.98% 2.28" 
}1933 : 1.98%: 1.98": 1.98%; 1,95": 1,98"! 2.25%: 2.25%: 2.25%: 2.56%! 2.56%! 2.60% | 2.56%: 2.25" 

: ; eee eee ys eee ee 00"s, 2.60%! (ie. 60" 

1934: im 2.60%: 2.60"! 2,60*! 2.60*: 2.60% : 2.60*: 2.60*; 2.60%: 2.60%: 2.60*: 2.60% 2.60* 

+ 2.60% : oe 
es | 2.00%: 2.60%: 2.60%: 2.60%: 2.60": 2.60% : 2.60%: 2.60%! 2:60*: 2.60*: 2.60%: 2.60% 2.60* 
1936 : 2.60%: Sa 25Ots mB O.HONN e.50tners5Or | ; 

| 2.00" : : 


i EEE eee ee a ae 


Compiled from reports of the Bureau of Agricultural Economics, 


1/ Interpolated. 


* Basic Prices; 


j.e., prices paid for milk used in fluid form for city distribution. 


Division of Dairy and Poultry Products. 


eoee riceen 
Live™ aioe 
gore | Shee! 
gg°f : Gare 
966 i teh | 


* JOAY | "00 


; 
. 
: 
‘ 


SIOTION :SACTTOU: STETLOU 


* AON 


taBES tw BELO? 
LEED Gy CLE Oy Sie Ee en ol ree de ELE 
LG a teat OY Ne OO ree ih Os he eg te 
TREE Cte TO°T. te LO°T tage = tetO2l te 16° 
raBES iaBS°S ot wOtC  ixGH eS abe  tebtT? 
‘etBPS © Pa tB°S tae BGTS tahBOS tahB°S? tats? 
‘tS retG° © ta ttG" & ratG ° 6 iatG° va t{G° & 
retG°S 1eGGr’ «GG° 1#GG°S GG °S vk G°¢ 
eGG°5 xGG°E  4GGS aS" k  eGG$  ieGGe 
GG" ie GG°E te GGSS ie GGG ie GG°E GG 
eeGGS Oe Sebo aes S 1 xGOnl oe eal bm ta LoS 
SeGH OS: bm Loo on: aa Eee’ tw ESSE. THES SES ce TES 
TRUSS wel E Se tw ECGS. - tet SS ROT peng sa TL OE 
ELS! Su6S2C RaGTSS . tx 2o eS eebte os txOT"S 
Sinem tetlaca seelec i - clic sc3yc™ 4 co.cc 
: 96'c : 

fon) cmeecitec., a tlc 100" re = OOze™ a, OL: * 
conte Lontte: | wOlae.” 1: CO arse Ochs 1 fO5f 
aot : 00°t , jose” Gihie © Ghee ach’ 


“300 


-adeg : Suny. : ATor | 


® 
ee 


eune : fey 


os 


‘STCTTOC: SaeTioa:§ STOTTOE /STOTION /SHOTTON /SFSTTOT 


ee ee ee ee 


x ¥ ¥ ¥ ¥ KK KR * 


NV OVS aA LOL Last hat tO WOW 
M aI IAEA LALN LOLI O WO OM pas) 
° 


“MITM PINT TOF Sootrg OTSed x 


ee IE Re 
a Si Oe One 


e e ° ° s es 
NY EYES CU RA RAED AO VE CO Cu CU 


U HO 
mw 
° e 


* Ly 


e852 = 1G80°2  fePE*S = 19867 
e2hc0 2ieeice. inBh°d * 2 GEST 
59 ee Oren ao gre 1s et 
“90s “ta9e*e  in9e°e ~ : -SEET 
aB°SC fat BQSN tah Ble 6: SET 
aS = ig tGT «iehGe’ - 2 TEGT 
atG°E  atGek tatGee + OL6T 
#GG°E 1xGG°S '°2GG°S . 2 626T 
#GG°S 1 eGG°S  ixGG°S © t-826T 
KGG°E GSS inGGeS ~ 3 Le6T 
TE Se TES 14 SHE SS abt 
aT Pie Eee ole Sue ore 
wT ETE HEE’ - ta TEC’ Se bt 
OT ote peOTe’ ueOlcyrg Gi oeOn 
CPT Se on Gi cigtna ee ao ae a coal 
Cose & 92-09-0 /T 4 O08t © cor 
CU i ge OL ES ie 2 etn 
CLataa- tt Cig we Phe, ae OE 
‘ SHOTION: SHSTION STETTOT: 
“Ie: °qeg suep ; Tee 


¥ 


*90TId SUTT TAS SUOTYETOOSSY SUT JOHIeY ,Sdeonporg’ /T 


sqonpoig eta (Od pue AItTeq fo WOTSTATC ‘ SoTWOUODE TeIMATNOLIsy Io nesing 9sy4 fo Bae ooe! WOLF peTrdmop 


tkATO of “Of poToATTOd MATIN mez 9 5G ° ¢ *4mo Jed sootiag But éng jSaoTeeg 


—- SeoTdg ATT PINT 


*CNVIARWII 


‘ 


auONL LIVE 


> OT oTqeL 


eile. einen 


2. Class I prices paid by handlers. — 


As explained later, the method of pricing milk to. handlers and 
the method of paying producers have’ been so interrelated that it is very 
difficult to determine what prices were being paid for milk. used as 
fluid milk, milk used as cream, and milk used for other purposes. 
However, after a study of the plan of selling milk to handlers it was 
found that the amount of basic milk’ approximately equaled the amount of 
milk sold as fluid milk and cream so that the price paid for basic milk 
is approximately equal to the Class I price as now defined in the 
proposed marketing agreement and proposed order. The customary pricing 
on the market has been that the handler paid a price for all milk used 
for fluid milk and cream and for all milk in excess of that amount a 
price determined to a large extent by the manufacturing value of milk. 


The price paid by penne for Class I milk of 3.5 percent butter- 
fat content since the War reached a high point of $5.12 per hundredweight 
in October and December 1919. and then dropped to $2.79 per hundredweight 
in February 1922. The price averaged. about $3.75 from 1924 to 1929 but 
has fallen steadily from 1930 when it averaged $3.56 to $2.72 in 1935. 
(See Table 17.) 


From records available epparently some type of quality premium 
in addition to quoted prices have‘ been paid by a number of dealers on 
the Washington market, the kind and amount of which have already been 
indicated in Tables 8 and 9. However, prior to November 1923 a large 
number of small dealers paid no premiums. Prior to the adoption of the 
general uniform system of premiums only three dealers particularly 
specialized in premiums. In November 1923 the Association succeeded in 
establishing a partially uniform farm score schedule that was apparently 
used by all dealers except those mentioned later. 


Farm score Per gallon 
BOP kB4,9) tl bo i mil Ld}. 
85 — 89.9 1 1/2¢ 
90 - 94.9 e¢ 

OD (Ot Over | 3 ¢ 


Practically all the dealers complied with the above uniform 
schedule. One dairy did not pay any premium on a farm score of 80 ~ 84.9 
but paid 2¢ on a farm score from'85 to 89.9, 3¢ on scores 90 ~ 94.9, and 
4¢ on scores 95 or over. It also paid an cdditional, Lee LOL all the farm 
score classifications if the cattle score was 99 or better. 


Another dairy deviated from the uniform system by paying 2¢ for 
a farm score from 85 — 89.9 instead of the, uniform 1, 1/2¢ and paid 3¢ for 
scores 90 ~ 94.9, and 4¢ for a farm score of 95 or over. This dairy, 
however, did not pay any premium if the cattle score was less than 98; 
However, there were MAPA few pS, in which the Cattle score was 
below 98. WY 
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4 third dairy paid the same farm score premiums as the second 
one described above but did not pay any farm score premium above 84.9 
if the cattle score was less than 98. 


In January 1931 the Association succeeded in establishing a com- 
pletely uniform system of premiums. On May 1, 1932, an additional farm . 
score classification was made which required paying 4¢ on a farm score 
of 97.9 with a cattle score of 99. The complete schedule as continuing 
at the present time is as follows: : . ip 


Farm score ~° Per gallon 
80 - 84.9 1 ¢ 

85 — 89.9 1 1/2¢ 
90 - 94.9 7 2 ¢ 

95 i 07 Coit ead Laide 

98 -100 with cattle of 99 4¢ 


The percentage of milk in each of these classifications has been 
determined by a sample of about 50 percent of the members of the Associa- 
tion. From this percentage and taking into consideration the minor 
variations noted above, the weighted Bienes premium paid to producers 
has been computed. (See Table 8.) 


“The average premium paid since 1927 has suo a steady increase 
indicating that the quality of milk in Washington has steadily improved 
under such a system of premiums. During the period 1924 to 1929 the 
average premium paid amounted to 1.58 cents per gallon or 18.4 cents per 
hundredweight. During January 1936 this average premium amounted to 
34 cents per hundredweight. (See Table 9.) This increase in the average 
amount paid for premiums has been caused by the fact that the quality 
of milk has been considerably bettered in the market and.a much higher 
percentage of the milk is now included in the higher score classifications. 
Consequently to make an accurate comparison of the prices now received 
by producers with the prices received in a period in the past the premiums 
paid. in both periods should be, added. 


4- Butterfat differential. 


The prevailing butterfat test of milk sold in the District of. 
Columbia has increased gradually from 1922 when it averaged 3.74 percent 
butterfat to 1934 and 1935 when it averaged 4.12. (See Table 18.) 


The allowance. paid by handlers for each 1/10 percent butterfat 
variation from the quoted test has also increased. In 1922 the average 
allowance was approximately 4.6 cents per hundredweight. From about 
June 1927 to Feb. 1936 the allowance was 7 cents. In March of this 
year the allowance. was. reduced to 6 cents... (See. eee OM 


Fluid Milk Prices, Prevailing Butterfat Test 


Washington, D.C 


Table 15.- 
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Interpolated. 
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Compiled from reports of the Bureau of Agricultural Economics, Division 


of Dairy and Poultry Products. 


WASHINGTON, D. C. - Fluid Milk Prices 


Table 19. 
Allowance per 1/10 percent Butterfat per hundredweight 
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Compiled from reports of the Bureau of Agricultural Economics, Division of Dairy and Poultry Products. 
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The value of additional butterfat in the marketing area is not 
different from the value of butterfat in Class I milk because additional 
butterfat for Class I use can be purchased only at the Class I price. -..” 
Some of the additional butterfat in the milk not used in Class I could. 
be purchased at a price nearer the manufacturing level. Hence a butter-. 
fat differential of ‘six cents appears to be a correct allowance for ad- 
ditional butterfat in all milk over and above milk testing 4.0 percent 
butterfat content. The allowance of $.06 per hundredweight is provided © 
in the proposed marketing agreement and proposed order. 


4. Class II price. 


Producers must deliver more milk than is required for actual use 
as Class I in order to take care of the fluctuations in the sale of such 
milk. After such milk is delivered if it is not sold as fluid milk and 
cream it must be sold for ice cream or other manufacturing purposes for 
which purposes the inspection of milk is not so rigid and the price paid 
not so high as for milk used for fluid.milk and cream, af 


The price paid for such milk is determined by the prices at which 
cream can be purchased on the open market for ice cream manufacturing. 
The handlers cannot afford to pay more for this surplus milk than the 
price equivalent to this open market price on cream even though the milk 
is the same as the milk used as Class I. It has been the practice on the 
market that the association would accept the responsibility of all the 
excess milk of the handlers buying through the association, which 
represents about 85 percent of all the milk in the market. 


The price proposed for Class II is that price received by handlers 
for such milk sold to a manufacturer of ice cream sold wholesale provided, 
however, that that price is not lower than the price offered by the 
cooperative association and on file at. the milk Market Administrator's 
office on the date of the sale. 


In this way the producers receive the full alternative value of all 
the milk which they must produce in order to ensure an adequate supply of 
Class I milk but which cannot be sold as Class I by the handlers. 


5. Class price adjustments. 
At the present time there are two country stations at which milk 
is received from producers. These two stations are located at Frederick 


and Walkersville, Maryland. 


At one time in 1923 the differential between country plant prices 
and the f.o.b. Washington prices was 8 cents per gallon. The differential 


4/ The Health Department regulations do not allow any ice cream to be 
manufactured in any plant where milk or cream for fluid use is handled. 


~34~ 


included a 3 cent charge for transportation and an operating allowance of 
5 cents per gallon. On October 192% the operating allowance was reduced 
to 4 cents per gallon. As the roads have improved the transportation has 
been less expensive and the service: rendered by country station has been 
of less importance. ‘The country station renders a real service to | 
producers. Milk is received, weighed, tested, and prepared for shipment 
to the marketing area. Producers who deliver to a country station have 
at all times an available market for their milk and do not need to take 
the risk of shipping to the market only to have it refused. The farmer 
also saves the wear and tear on his milk cans. With direct shipment he 
would require three or four sets of cans, but when he sells to the country 
station only one set is necessary. Furthermore if each producer shipped 
his milk to the city individually the transportation cost would be much 
higher than when the milk of a number of producers is assembled at one 
station. ae : 


For the last two months the differential between the country plant 
and f.0.b. marketing area prices has been only $.35 per hundredwei ght 
which includes both transportation and operating allowance to handlers. 
This same differential is provided in the proposed marketing agreement and 
proposed order. . 


If the Class I milk is delivered to handlers as cream the producer - 
has gained the value of the skim milk rather than the handler. Conse- 
quently the price of Class I milk delivered as cream to handlers is 
adjusted by the value of the skim milk, which is approximately $.35 per 
hundredweight in the market. 


On Class II milk sold as milk the handler is allowed $.35 per 
hundredweight for the cost of receiving and: handling such milk. If. sold 
as cream the handler has the skim milk to cover the cost of receiving and 
handling the milk. 


iat eal 
Part V 
Demand Conditions in the District of Columbia Wereetine Area. 
A. Business Conditions - purchasing power of consumers. 


There has been a distinct improvement in employment in this section 
of the country and for the first time in several years employers have found 
it necessary in some cases to advertise for workers. Evidence of these 
better conditions are given by the index of employment in Baltimore which 
was 101.3 in March 1936 (November 1931 = 100) as compared with 97.0 in 
March 1935 and 98.3 in February 1936. (See Table 20.) Payroll totals index 
was 107.0 in March 1936 as compared with 96.4 last March and 101, 8, 15 
February. (See Table 21.) 


As is indicated in the Monthly Review of Agricultural, Industrial, 
Trade and Financial Conditions published by the Federal Reserve Bank of 


Richmond general business conditions in the Fifth Federal Reserve District 
have shown marked improvement so far in 1936 as compared with the same 
period in 1935. : 


The volume of construction ‘work provided in building permits of 
April 1936 was the largest since July 1931 and was nearly double the work 
provided for in April 1935. In Washington’ so far in 1936 there have been 
awarded 712 permits at a total valuation of $2,987,360 as compared with 
the 546 permits awardéd:at a total valuation of $1,365,175 for the sane 
period in 1935. 


Retail sales in department stores in Washington increased 8.7 percent 
in April 1936 as compared with April 1935 and for the period January to 
April 1936 such sales, have increased 12.3 percent as compared with January 
to April 1935. of 


All these indications of the increase in business reflect also an in- 
crease in the demand for milk and other food products. There is no reason 


to believe that this increase in trade will not continue. 
B. The Sales of fluid milk. 


The improved demand conditions in 1935 made possible an increase in 
the amount of milk sold as fluid milk. In 1934 it is estimated by the 
cooperative association that there was used as fluid milk by dealers buy- 
ing milk through the association 13,879 ,390 gallons as compared with in 
1935. 15,005,175 calilons,* en increase of 8.5 percent. The fluid milk sales 
do not vary markedly from season to season, having varied only from 38,428 
pounds per day in January 1935 to 45,008 gallons per day in May, a range of 
only 17.1 percent. (See Table 22.) | 
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PART VI 


The Supply Condition 
in the 
District of Columbia Milk Shed 


A. Location and boundaries of the District of Columbia milk shed. 
1. Counties in which milk supply originates. 


The milk supply for the District of Columbia is produced almost 
entirely within an area about 50 miles from its boundaries. (See Figure 
1.) There are some scattered producers in the farther counties of 
Virginia and Maryland and a few in West Virginia. However, the transport- 
ation costs combined with the additional expense of meeting the very high 
quality standards for milk produced for sale in the District of Columbia, 
as compared with the standards for other markets, make that market 
unattractive for producers much beyond 50 miles. 


2. Competing markets for milk produced in the areca. 


The market for milk produced in the area other than as fluid 
milk and cream is very limited. There is one condensery in Greensboro, 
Maryland, but there are only a few producers inspected for the Washington 
market who could readily ship to that plant. 


There are six creameries in the milk shed which do a central- 
izing business. (See Figure 1.)) The patrons of these creameries, 
however, are mainly those producers who produce milk only intermittently 
and are not interested in maintaining their cattle, barns, and farms in 
such condition that they could meet the health regulations for shipping 
milk to the District of Columbia. Hence such markets are not attractive 
to the producer who is interested in producing milk for fluid milk and 
cream use. 


The most attractive alternative markets for fluid milk pro- 
ducers in the area are other fluid milk markets, As explained before, 
the milk shed for the District of Columbia is adjacent to, and overlaps 
in some instances, the milk sheds of Baltimore, Richmond, and Philadel- 
phia, Hence at the edge of the District of Columbia milk shed one 
finds other fluid milk producers who are shipping to other markets. 

The prices paid for milk sold in the District of Columbia must be high 
enough at the edge of the milk shed to compensate enough producers for 
the difference between the costs of transporting milk to the District 
of Columbia and to those other markets plus an adequate compensation 
for the high sanitary standards necessary for milk produced for sale in 
the District of Columbia. 


B. ‘Type of farming in the area. 


The farmers in the milk shed are, for the most part, general 
farmers with some poultry, cash grain, and truck farming along with the 
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dairy enterprise. , The ces farmer for the Woeninevon peers however, 
must be highly specialized in the dairy enterprise, because of. the large 
investment he must make in his cattle, equipment , ‘barns, and: farm. 


In the Maryland section of the milk shed over 18 percent of the 
farms receive more than 40 percent’ of their -income from the dairy 
enterprise, and in Frederick County, the principal source of supply OC 
the District of Columbia, over 35 percent of the farms have “40 percent 
of their income From eee 


1 Virginia where en are > relatively’ more farms (ehe seven types, 
the percentage is not so high. . However, in those counties which are. 
most importent as. a, source of supply for the marketing area, the per-. 
centage of farms receiving over 40 percent of: their, income from dairying 
average more than 10 percent. (See pable 23.) 


Over 75 percent of all the famne in the milk Brea reported cows 
milked. In the Marylarid ‘section -there is an. average of 40 cattle per. 
square mile, emg in Virginia an ST of 32 cattle per Pauaee mile. 


le Use of land and expenditure for feed. 


' The percent. of land in Paras in the milk shed has increased 
in the period 1929 to 1934. According to the census late in 1934 over 
70 percent of all the land in the milk shed is in farms.. About one- © 
fifth of the land in the milk shed in Maryland is in pasture while 
nearly one-third is in pasture in the Virginia section of the milk shed. 
The percentage of land in pasture nas not changed materially from 1929 
to 1934. (See Table 24.) | 


About 10 percent of the land is used for corn, less than one 
percent 1au threshed oats, and about 7 percent for hay. 


oer e eee some féed is‘growm the dairy farmers 

also incur large out-of-pocket expense for feed in most of the counties 
of the milk shed. Only three counties in the milk shed have an average 
cash expenditure for feed of less than $500 per year while the majority 
of the counties have an average of well over $1,000, averaging as high 
as $1,972.71 per year in Prince George County, Maryland, and 

$1,934.70 per year in Rappahannock County, Virginia, where there are 
only three very large Washington milk farms. (See Table 25.) 


2 Size of farms. 


The average size of dairy farms in the milk shed is consider- 
ably larger than the average size of all farms. In the counties in the 
milk shed in Maryland the dairy farms averaged 156 acres and all farms 
averaged only 109.3 acres. In the Virginia counties of the milk shed 
the dairy farms averaged 222 acres and all farms averaged 138.1 acres. 
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Use of land in selected Counties in the District of Columbia Milk Supply 
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Oe Character Of. BEE is 
he average Suhber 6f milk, ‘cows mee dairy farm is’ a littis 
higher -in Virginia than in} Maryland. In Maryland the herds averaged about 
13 cows while in Virginia the average herd was about 19 cows. The aver— 
age number of milk cows on all farms in Maryland was only 6 and in 
Virginia only 5. ra 
‘ é wee : it 

iN considerable number af cattle other Ronen milk cows are 

carried on farms. In Maryland only 52.2 percent of ali cattle were milk 


cows and in Virginia only 41 percent. These other cattle are mainly beef 


steers bought for grazing and fattening. However, only four percent of 
the cows milked in Maryland on dairy type farms are dual purpose, or beef 
. breeding animals, and the same in Virginia, which, indicates the high 
specialization of the dairy farmers in the milk shed. The percentage is 
Somewhat higher for all farms, being 4.8 in Maryland and 12.2 in Virginia. 
However, at times when the price of milk is high relative to the price of 
beef, there is a tendency for producers of beef to shift to milk produc- 
Muon. 


C. Production and disposition of milk. 
eo Production. 


The fact that there are so many cows of beef breeding and dual 
purpose type also causes the average milk production per cow on all farms 
to be lower than the milk production per cow on dairy farms. In the milk 
shed in Maryland average milk production per cow on dairy farms was 
. 5,740. pounds as compared with: 4,811 pounds per cow on all farms. ‘The 
difference was even higher in Virginia where the dual purpose and beef 
breeding cows are of more importance. In that State the average produc-— 


tion per cow on dairy farms was 5,645 pounds and on all farms 3, 922 pou 


The principal source of milk for the District of Columbia is 
in Frederick County, Maryland, where there are. located two country plants. 
It is also the largest milk producing county in the milk’ shed. OQver 
126,000,000 pounds of milk were produced in that county in 1929. There 


is produced in all counties in the milk shed a total of 614,069,516 pounds. 


-(See Table 25.) The greatest part of the milk is produced for sale as 
jwhole milk except in those counties where the production of milk is. Very 
“low and the number of cows in herds very small so that little milk is 

. available for sale, 


_The area within the milk shed contains producers of diverse 
type with a wide variety of natural and financial resources, types of . 
farming, feed supplies, amounts of feed purchased, and types of cattle. 
These conditions allow some farmers certain advantages, and others dis~ 
advantages, in the production of fluid milk for market. They also make 
it necessary to take into consideration many situations es 2 this 
market. 


LS 


=) BE 
Xe Deliveries per day per dairy. 


' Thé average dairy farm in this milk shed is considerably larger 
than in most fluid milk markets. In 1935 the average production per day 
per dairy for the producers in the Maryland and Virginia Milk Producers! 
Association was approximately 450 pounds, which is much larger than is 
usually found. There is also less seasonal variation in production in the 
market than one normally expects. (See Table 26.) Production per day per — 
dairy increased from 1930 to 1933, fell off a little in 1933, and has 
increased greatly in 1934 and 1935.6 


Se Dizoo cition: 


The percent of milk sold as whole milk from dairy type farms 
1s considerably higher than that of milk sold from all farms. In several 
counties, for example Green County, the percent of milk sold as whole 
milk from dairy type farms is also low but such counties are on the very 
edge of the milk shed, not near other fluid milk markets, and sell their 
milk as butterfat to one of the few creameries shown in Figure 1. The 
production of milk in those counties is small as woll as the number of 
dairy type farms. (See Tables 27 and 28.) 


The column in Table 28, headed "Percent of total production 
sold as cream", refers to cream which is defined in the census as 
"that cream which was sold by the gallon" as compared with the column 
headed "Percent of total production sold as butterfat" which was paid for 
according to the butterfat content only. Very little of the milk pro- 
duced in this area is sold as cream for sweet cream or manufacturing 
use. A large part of the milk is used on the farms where produced. In 
Some cases this is the case because the amount produced is so small that 
it is not worthwhile to establish a market for it and in other cases the 
skim milk is worth more as feed for beef and hogs than when sold as whole 
milk. 


D. Production, feed price, and cattle price conditions. 


Because much of the cash expenditure of dairy farmers in this area 
is for feed, the prices of feeds and their relation to the price of milk 
is of great importance to the prices paid for milk by handlers. 


Production conditions have not been favorable in this section so 
far this year, Excessive rains and cold weather up to the middle of April 
greatly retarded the pasture growth and since that time there has been 
a lack of moisture. All the spring crops were planted ten days to a month 
later and the ground was so hard that little progress was made. Prospects 
are that there will be a greatly reduced yield in crops this year. 

Pasture conditions were less favorable in Virginia this year than last 
year and in Maryland were six percent below those of last year. 
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Feed prices are much more favorable this year, however, Corn aver- 
aged about $0.18 a bushel less in May 1936 than in May 1935, oats $0.13 a 
bushel less, and hay $0.80 per ton less. The average price of seven feed- 
stuffs was $7.00 ‘lower ‘in 1936 ‘than in -1935. - (See Tables 29 and 30.) 


The price of beef cattle has averaged somewhat higher in Virginia 
so far in 1936 than in the same period in 1935. In Maryland, however, 
the prices for beef cattle are a little lower than last year. Hog prices 
are considerably above those which prevailed last year in both Maryland 
and Virginia. (See Table 31.) : 


It appears that the beef and hog enterprises this year are not 
less favorable in relation to the dairy enterprise as compared with last 
year, excepting, perhaps, the beef cattle enterprise in Maryland. How- 
ever, the prices for beef cattle in Maryland appear to be more in line | 
with the prices paid in Virginia than was the case in 1935. There should 
be no tendency for farmers this year to shift from beef to milk produc- 
tion. If any shift is to take place it should appear that it should be in 
the direction of pork productidn: Health regulations, however, make 
difficult the growing of hogs on Washington milk farms. 


E. Movement of milk to market. 


Except for the milk received at the two country stations alreadyvar 
referred. to,.all milk is.moved. direct from farms, to the marketing area. 
Four cream shippers in the Staunton, Virginia, area ship their product 
by the Chesapeake and Ohio, eleven cream shippers in the Pulaski terri-~ 
tory ship on the Norfolk and Western, and nine shippers of milk send 
their product to the District of Columbia on the Washington and Old 
Dominion. The rest of the milk and cream is brought to the marketing 
area by means of nearly 100 trucks. . The general practice is for haulers 
to pick up the milk at the producer'§ housé or bara. The necéssity of 
Making numerous stub hauls has resulted ina predominance of small 
trucks. The producers assume the responsibility of transporting: the 
product into the market and to the country stations. All the prices 
quoted by the producers! association and by the dcalers arc f.0.be 
_ Washington or the country station.. Twelve of the trucks hauling milk 

belong to and are operated’ by the producers themselves. ‘The rest are 
owned or operated by 65 truckers who haul more than one producer's milk. 
The average havling rate for all milk delivered to Washington:is approx- 
imately $0.29 per hundredweight. These rates: range from $0.17 per 
hundredweight from the area in Gaithersburg, Maryland, to $0.60 per 
. hundredweight on, milk from the territory around Timberville, Virginia. . 
The average hauling rate on milk to the country stations is around 3 
$0.10 per hundredweight and about 65 producers haul their own milk. -. 
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F, Market organization. 
1. Producers! association, 


There has been some einae of a producers! a sabre tion in the 
_.Market since 1907, when some of the milk producers organized as:"'The 
‘Milk Producers! Association of Maryland, Virginia, and the District of 
Columbia." The association had no paid officers and amounted td little 
‘more than a general group meeting from time to time to discuss price 
Changes and other issues that might arise. The association was organized 
and incorporated in its present’ form in 1920. At this time a manager was 
employed, producers signed a membership - contract, and the fone ag 
of marketing the milk of its nenbers was undertaken. 


The association for ePeiie had a difficult time establishing 
itself as an effective bargaining factor in the market. At the present 
time its membership numbers nearly 1,150 (see Table 32), producing over 
85 percent of the total supply for the market. (See Tables 33 and 34. ) 


The milk sheds of Baltimore and the District of pectin, are 
so closely related that some plan of coordinating the marketing of milk: 
in the two markets seemed feasible. Consequently, in January 1930 the 
Baltimore and Washington producers! associations organized the Eastern 
States Milk Marketing Association, which organization handles all 
relationships between the two markets; but each association has » ‘its om 
reports, membership, board of directors, officers, finances, and sells 
only its om milk on its om market. Cooperative associations in other 

markets maintnin contact with me Eastern States Milk Marketing Associa- 
tion. 


«. Handlers in the marketing area. 


Over 85 percent of all milk in the marketing area is handled 
oy dealers purchasing their supply from members of the Maryland and 
Virginia Milk Producers! Association. Five handlers purchase their 
entire supply through the association and one handler purchases part of 
his supply through the association and the other fron producers who are 
not members. There are two other handlers who purchase milk fron 
producers not members of the association. Fourteen producers sell their 
milk direct to consumers. 


G. Health regulations. 


Congress has provided the law and the agencies for its adminis- 
tration through which producers are required to maintain very high 
standards of sanitation in the production of milk for the Washington 
market. The Health Department of the District of Columbia issued on 
February 17, 1932, a detailed "Interpretation of Dairy Farm Score Card! 
for the use of its inspectors in the country. Every farm is inspected 
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and scored regularly three to four times each year. Permits are, issued 
to each farm each year and. the farm. score must: be above 70° at each 
inspection to keep the permit in force. Interpretation of the score | 
card is such that each producer inorder to hold his permit must. have a 
well-built barn, separate three-room milk house provided with a boiler. 
and cabinet sterilizer, and have mechanical refrigeration or an ample 
supply of ice, since milk must be cooled to 50°, stored at that temper- 
piare and reach the handler's platform with no can containing milk over 
Do. 


All cream sold for consumption as such is required to come from 
milk produced on farms holding permits under the above conditions. 
There now remain about thirty producers, out of a number formerly much 
larger, who make their deliverics in the form of cream. These producers 
likewise, even though a few are more than three hundred miles away ; 
undergo the same inspection as though they shipped milk. 


Evidence of the uniform high quality of milk delivered to Wash- 
ington handlers is contained in Table 35 showing average farm scores 
and bacteria counts of milk received by handlers taken from the regular 
monthly bulletin of such information for November 1935. The monthly 
publication was discontinued after that month due to lack of funds bas 
the records are open to the public. 
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Conclusions Relative to the Minimum Prices to, 
Producers as Set Forth in the Proposed Mar-- 


he Claes leprice.ls 


The proposed Class I price of $3.08 per hundredweight is designed 
to be a price that adequately compensates producers So that there will 
be assured an adequate supply of milk of the high quality standards re- 
quired by the District of Columbia Health Department. Such a orice 
appears to be in line with the prices paid in the fluid milk markets 
whose milk sheds overlap and are adjacent to the area necessary fon 
supplying the Washington market with its needs. It is the same price 
that has prevailed in the Market since February 1, 1935. 


Production:conditions do not appear quite. as favorable as they 
were last year but as yet there has been no more than normal seasonal 
changes in production. ; 


Demand conditions, as indicated by employment, payroll totals, 
and the report of the District Reserve Bank, appear to be very favorable 
and on the upgrade so that with a continuance of the same Class I price 
Some increase in consumption should be expected, 


SB. Clase] ty pri ce. 


Because handlers must ensure themselves of an adequate supply of 
milk for fluid milk and cream use they must agree to accept from producers 
some milk which they are not able to use as Class I. This excess milk 
must be sold in competition with cream for ice cream originating on farms 
not under the inspection of the District of Columbia. The quality of the 
Class Il.milk is the. same as that used for Class I and the producer is 
entitled to the full amount that such milk will bring because althougn 
he must produce it he cannot get the full Class I price, The handler 
besides receiving and handling such milk for which a compensation is 
provided, performs no services for which he should be entitled to a 
return. The cooperative association in the market will at all times 


accept all such milk at the price filed by it with the market administrator. 


The ice cream manufacturers are also at all times in need of fluid milk 
or cream and must regularly bring cream in from other areas. 


Because the milk or cream used as ice cream need not be produced 
on farms so rigidly and regularly inspected as those farms from which 
milk and cream is supplied for Class I use the Health Department has ruled 
that in no plant where Class I milk is handled can ice cream be manu- 
factured. Hence all milk used for ice cream must be moved out of the 
fluid milk plant. aes | 
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Class price adjustments for country stations and transportation. 


To cover the costs of operating a country station and for transport- 
ing the milk from the country station to the marketing area handlers are 
allowed $.35 per hundredweight on Class I milk. The services and accomo- 
dations provided by a country station are an expense to handlers but are | 
of great benefit to producers. The allowance is the one that has been 
customarily used in the market for such services. 


On Class II milk handlers are allowed $.35 per hundredweight if 
such milk is sold as milk and if sold as cream’ they are allowed to keep 
the skim milk. The allowance is made to cover the cost of receiving 
and handling such milk. tse 


aSEBD . 
Part VIII 


Apportionment of Proceeds of 
' Milk Sales among Producers 


Before discussing the method of apportioning the proceeds of milk 
Sales among producers it will: be well to examine briefly methods used oe 
the past by the Maryland and Virginia Milk-Producers Association and to note 
the difficulties which were encountered in their treatment of the problem. 


The Maryland.and Virginia Milk Producers Association was organized 
in its present, form: in.1920. From 1920 to August 1,,/1921,° the associating 
had much difficulty in making negotiations with dealers and becoming an 
effective bargaining organization on the market. .The effectiveness of the 
association's bargaining was considerably increased in 1921 when on August 1 
of that year it operated a plant to take care of the surplus milk not mar~ 
keted by nandlers. Milk was priced to handlers at a flat price and the asso= 
ciation stood ready to take care of some of the surplus. In 1924 a second 
surplus plant was built and opened in Frederick, Maryland. Even with the 
second plant, however, the association could not handle all the surplus in 
the market and handlers would not pay a fluid milk and cream price for milk 
that had to be used for manufacturing. 


Another difficulty also existed because producers were also paid on a 
flat price basis. Producers who make deliveries of milk to the market in 
accordance with the demand for fluid milk and cream, that is, a fairly even 
supply from season to season, are penalized by the effect on their average 
price of the large increase in production of milk by producers who have their 
cows freshen in the spring and take advantage of the pasture season and then 
do not produce the same amount of milk in the fall and winter when production 
is more expensive. 


The association attempted to correct both these problems at once by 
introducing a basic and surplus plan of the payment for milk on March 1, 1924, 
which was used for both pricing milk to handlers and for paying producers. 
According to this plan a so-called base was established for each producer 
which was equal to the average monthly deliveries during the months of 
October, November, and December. For the amount of milk up to the basic 
amount the producer was to receive each month of the year a basic price agreed 
upon from time to time by the handlers and the association. For all milk de~ 
livered above that amount the dealer paid and the producer received a surplus 
price negotiated at the end of each month between the association and the 
handlers wnich reflected the utilization above or below base and the manu- 
facturing value. 


The plan during that time was not unsuitable for the Washington market 
for two reasons. The first of these was that the amount of basic milk was 
approximately equal to the amount of milk sold as fluid milk and cream with 
only a small amount of surplus on the market evenly distributed among handlers. 
In the second place the association was operating two surplus plants and the 
handlers could at all times turn back to the association all milk they did not 
wish to keep. 


On April 1, 1927, probably because there was not enough surplus milk 
being handled at its plants for efficient operation, the Association came to 


q 
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an. agreement with-the handlers whereby the handlers accepted the responsi- 
bility of haridling all the surplus milk on the market. The two surplus plants 
were then closed and later disposed of. 


This plan did not function as well as was expected because the amount 
of basic milk on the market increased to the extent where it considerably 
exceeded the amount sold by handlers as fluid milk and’ créam, The handlers 
now did not have the alternative of turning back to the association all milk 
not wanted by them. To alleviate this Situation a revision of bases was made 
in 1928 so that each producer's base was made equal to 90 percent of his 
average monthly deliveries during the: months of October, November, and December 
in the years of 1925, 1926, and 1927. Further attempts to make the basic 
quantities received by each handler more nearly equal to his fluid milk and 
cream Sales consisted of shifting producers with a large percentage of their 
milk being delivered as basic milk to those handlers using a large percentage 
of milk received as fluid milk and cream. Some milk Shippers were from time 
to time requested to ship their milk as cream. ; 


However, it became increasingly difficult to keep a close relationship 
between the basic milk received by a handler from producers and the amount of 
milk used by ‘such handler as fluid milk and crean. Finally on April 1,, 1933; 
after a severe.decline in the sales of fluid milk and cream so that there was 
a much wider-discrepancy between such sales and the amount of basic milk, the 
association introduced a cost adjustment fund. By means of this adjus tment 
account those handlers who were receiving less basic milk from producers than 
the amount of milk they used as fluid milk were to pay the full basic price 
for all milk used as fluid milk. This was accomplished by their paying to 
their own producers the basic prices for their basic milk and to the associa 
tion the basic price for all milk used as fluid milk but received from pro~ 
ducers as excess. On the other hand, if a handler received more basic milk 
‘from producers than he used: as fluid milk he was to pay the full basic price 
to all producers for their basic milk but received from the association the 
difference between the basic and surplus prices for that amount of milk paid 
for at basic prices and used as surplus milk. 


The adjustment fund, however, worked imperfectly and the basis for 
payment appeared to remain that of paying basic prices for all basic milk 
received from producers irrespective of the use made of it by handlers, 


On May 1, 1933, the two-price plan of pricing milk and of paying money 
to producers was revised somewhat-and a three-price plan was used in its steade 
The reason for this change appeared to be that as a result of various revi- 
Sions in the calculation of bases the amount of basic milk in the market did 
not cover all the fluid milk and cream sales although a fairly nice adjust-— 
ment had been worked out between the basic milk received by handlers and the 
amount used by such handlers as fluid milk and cream. The result was that 
the surplus price became a blended price consisting of a high fluid cream 
price averaged with the manufacturing value of milk. This:three—class price 
system, however, continued only for the last eight months in 1933 and then 
the association reverted to the two-price plan which continued until February 
ee L9G. 
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On February 1, 1935, a new plan of selling milk to handlers was intro- 
duced. The Besoeiar ten again accepted the responsibility of the surplus milk 
in the market. The handlers since that date have paid one price of $3,08 per 
hundredweight for all milk retained by them. and all milk they did not want 


they turned over to the association for disposition. This same plan is now in » 


operation in the market. 


It can readily be seen that the desire of the market to arrive at some 
method of pricing milk to handlers according. to use made of such milk and at 
the same time to pay producers an equitable. share of the market proceeds has 
been one of the principal problems in the market. The treatment of the former 
in the proposed marketing agreement and order has already been discussed and 
the treatment of the latter is now to be explored, 


“The Agricultural Adjustment Act, as amended, provides for two methods 
of payments to be made to producers. The first of these is for all handlers 
to pay all producers in ‘the market a uniform price«ior milk. of the same grade 
and quality. The second of the methods is for each handler to pay a uniform 
price to all his producers in the market for milk of the same grade and 
quality. 5 


There is provided in Article VII of the proposed marketing agreement 
arid proposed order the mechanics necessary to the first plan whereby the total 
proceeds from the sale of all milk of producers to all handlers are pooled 
and then equitably apportioned among all producers in accordance with their 
deliveries during a representative period of time accomplished by a method 
commonly known as the "base rating plan", 


A. Pooling of all proceeds from the sale of milk to handlers. 


; As the classification of milk according to use and payment of milk 
according to classification has put all handlers on the same equitable’ com 
petitive basis with respect to the prices to be paid producers for milk by 
requiring all handlers to pay the same price for milk used in each use 
classification, so this plan of equitably apportioning the proceeds of milk 
among producers puts all producers on an equal competitive basis with respect 
to the prices received for their milk. It is simply an extension of the plan 
commonly used by each handler, and by cooperative organizations. If a 
creamery sold 75 percent of its milk as Class I and 25 percent as. Class II, it 
did not pay 75 percent of its producers the Class I price and 25 percent the 
Class II price. Such a. method obviously would not have been equitable and 
producers would have objected strenuously. Gaumnitz and Reed have shown 1/ 
that it is natural to expect that if some producers who meet the health 
requirements and production standards required for Class I milk do not get a 
share of that market, they will undertake to do so. 


Cooperative organizations in many markets have recognized this problem 
and have attempted to give all producers an equitable share of the fluid milk 
and cream market. : 


‘In the District of Columbia, the cooperative as indicated above has 


af See Appendix A. 
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tried to accomplish this end by a more formal recognition of the fact that 
even the producers whose milk meets the health requirements of the District of 
Columbia in the long run would become associated with those handlers highly 
Specialized in the fluid milk and cream trade by actually shifting their pro- 
ducers from-one handler to another so that the Class I milk would be more 
equitably apportioned among producers. However, because of the difficulty of 
Shifting producers due to their location and because of the varying amounts of 
Such sales by handlers, such means are not always practicable or complete in 
tneir effect. The proposed marketing agreement and proposed order provides for 
a plan which will effect what would be the result in the long run if economic 
forces were allowed to work themselves out to their fullest extent, i.e. by 
giving to every producer who is entitled to a share in the Class I market his 
Share in the aoportionnent of the proceeds of milk in that market. 


The milk from some producers in the market is not needed at all seasons 
of the year yet it is necessary that such producers be completely equipped and 
inspected the whole year in order to produce milk of the required quality in 
the seasons when their milk is needed. In order that these producers will be 
enabled to meet this expense and trouble they must be allowed and are entitled 
to share in the fluid milk. and cream market during the whole year. Reed and 
Gaumnitz nave shown that if such is not the case the seasonality of prices 
would be very marked and would cause much disturbance in the market. Besides 
the competition of such producers for the market there is the competition for 
the market by new producers who have so adjusted their production and are pro- 
ducing such quality of milk that they are now desirable producers for fluid 
milk handlers. Then, too, there is the competition of those few who as in 
other businesses prefer making individual gains at the expense of others to 
having a stable market. Some of this competition is desirable and such con- 
structive competition is fostered by the plan and not curbed by the destruct— 
ive competition. Experience has shown that much of the competition is bound 
to be destructive and it is such, competition that must be regularized. 


One reason for destructive competition is the desire to pass to others 
the expense of carrying the excess of milk which is necessary in the market. 
There is needed at all times during the year some excess milk to cover the 
daily fluctuations in the sale of fluid milk and cream. Then in the flush 
season of production there is a considerable amount of such excess milk pro- 
duced in the market. It has been shown by Gaumnitz and Reed that it is an 
ineffective procedure in the market as a whole to attempt to get rid of the 
excess milk by lowering the price. Such a dropping of the price might also 
deter producers from maintaining their equipment and herds at the level 
established for the District of Columbia as authorized by Congress, and even 
from continuing to produce enough milk for the market in the short season of 
production. With considerable excess milk in the market at certain times of 
the year and some excess at all times, certain producers are inclined to pass 
to others the expense of carrying the surplus. 


These producers are willing at times even to accept prices below what 
is actually needed by them to cover their operating expenses in the hope of 
getting a larger share of the fluid milk and cream market. Such a condition 
as this incites destructive price cutting by other groups and creates ‘a very 
unstable market. 


sahil 


Assume that the Class I price is $3.00 and the Class I] price $1.00. 
Assume also that Class I milk is 60 percent of the total sales, and Class 
II milk 40 percent. Then a group of producers inthe market carrying its 
Share of the surplus would receive ae mndtedse tery the following: 


60 pounds as Class I Gh sa. a eS ed 
40 pounds as Class Jf ; - @ 1.00 -~ ; .40 
Composite: price eee hrandredreieht ee $2.20 


In order that all producers will continue to deliver an adequate. 
supply high quality of milk required for Class I milk, it is assumed that 
handlers must pay $3.00 for’ Class I milk. ‘But, in the short run, with a 
fixed investment, certain producers decide that their position will be im 
proved by accepting a lower price for all or part of the milk needed for 
Class I. If these producers accepted from "chiseling" handlers 25 cents 
less than the established-Class I price and thereby were able to sell 20 per- 
cent more milk ag Class I, then the return to these producers would be: 


80 pounds as Class I Quan me oeso ~ $2.20 
‘20 pounds as Class II @ 1.00 _ ~20 
Composite price per hundredweight $2.40 


This group will thus have undersold the market and yet, by so doing, 
will have increased its composite return by 20 cents per hundredweight. 


But this group could increase its Class I sales, assuming no increase 
in total Class I sales in the market, only at the expense of other producers 
in the market. The other group of producers in the market would immediately 
be asked by their handlers to accept a price for Class I milk commensurate 
with that accepted by the smaller group. By successive steps of this kind 
the price of milk is lowered to a level which cripples the purchasing power 
of producers and which in time will endanger the milk supply. The proposed 
marketing agreement attempts to eliminate such practices among handlers by 
requiring them to pay for the milk according to the use made of it and among 
producers by equitably distributing the proceeds of sales among all pro- 
qucers in the market, 


The actual operation of the plan to apportion returns among producers 
works exactly as if all handlers paid. into the market pool the total value 
of: (1) their Class‘I milk times the Class I price plus the value of the 
Class II milk. The total amount of this pool is then divided among pro-—- 
ducers according to some equitable plan, which, for this market, is a base~ 
rating plan. The market administrator's office acts merely as a clearing 
house Tor tne transactions. 


There remains room for competition among producers to make additional 
gains for themselves through superior quality.and efficiency because the 
prices established are minimum prices. And after the milk has passed the 
receiving room door the handlers compete with each other on the basis of 
efficiency and any gains so made are not shared with the rest of the market. 
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Section 1 of Article VI provides for the computation of the total 
value by classes of all the milk purchased by any handler to determine his 
total obligations to all producers as a group for milk purcnased. The sum 
so computed becomes, when corrected by the net amount of additions or de- 
ductions to individual producers to compensate for differences in dutterfat 
content of milk delivered by each producer, the total cost of all milk re- 
ceived the requirements for the payment of which are set forth in Article 
VII on the basis of the computations set forth in Article VI. Paragraph 1 of 
section 2 provides for combining into one total the obligations computed for 
all handlers who are not in arrears as to any payment for the previous de- 


': livery period to ascertain the total market pool or the total amount of money 


“to be distributed among producers by means of the uniform prices, the compu- 
“tation of which is provided in the remainder of section 2. If a handler 
should fail to pay incto the market administrator that part of his total ob- 
ligation which is to be paid to producers by way of the market administrator, 
the paying out of the pool will be reduced by that amount. If a handler has 
so failed in one delivery period, it is reasonable to expect that he may re- 
peat his failure in the next. Experience in operating market pools under 
licenses has shown that handlers will tend to make their reports and then 
fail to make the payments, making necessary a further guide to the makeup 

of the pool than that of having a report in hand. Such a procedure, pre- 
scribed for the market administrator, in no way relieves the handler in his 
violation of the order, penalties for which are provided in the Agricultural 
Adjustment Act, as amended. Thus is the market administrator instructed as 
to the makemup of the total market pool. 


B. Base Rating Plan. 


Heretofore the discussion has shown that all milk in the market is 
priced to handlers in accordance with the purpose for which the milk was 
used by them, and that all proceeds from’ the sale of milk are pooled. The 
economic basis for such pooling and pricing has been pointed out in detail 
in previous discussion and in the paper by Gaumnitz and Reed in Appendix A. 
The proposed marketing plan must now provide a method of equitably apportion- 
ing the proceeds of the sales of all milk of all handlers in the market among 
all producers in the market. An understanding of the "base rating plan", 
embodied in sections 4 and’5 of Article VI, is necessary to comprehension 
of the remainder of the computations prescribed in section 2. . 


It has been pointed out that in most markets the sales of fluid milk 
and cream vary much less on a seasonal basis than does production. Hence, 
during the short season of production, milk produced in the supply area is 
more nearly equivalent to the fluid milk and cream needs of the marketing 
area than is the case in the flush seasons of production when production is 
considerably in excess of fluid milk sales. The production of individual 
producers making up the total production of the market varies markedly with 
respect to seasonality of production. 


Many producers who have long been producing milk for fluid milk con- 
sumption produce a fairly constant volume of milk throughout the year and 
hence their milk is much more acceptable to the fluid milk distributor be- 
cause then he does not need to carry any excess milk with the accompanying 


- 68 4 


expense of equipment to utilize-such milk nor does he ‘need to incur expense 
and trouble of adding producers in short seasons and dropping them in flush 
seasons. He can adjust his purchases. of milk to his fluid milk and cream 
sales much more economically and efficiently. Hence the calculation of a 
producer's base on the basis of a season when production is short and milk 
is more in demand by handlers for the fluid milk and cream trade is an 
equitable means of prorating the proceeds of fluid milk and cream sales 

to producers for it is only that amount of. milk that he can be depended on 
to produce every month of the year. 


Producers are. at liberty to increase or decrease their production of 
milk at any or all seasons of the.year. It is probable that Some produc 
ers will find that it is profitable for them to produce more milk in flush 
seasons and others will find. it more profitable to produce more milk. in the 
short seasons. Others may find it more advantageous to produce an even flow 
of milk throughout the year. It is the production.of this last group of 
producers which is of greatest demand among handlers. The percent of feed 
purchased, the percent of cattle purchased, and the type of farming prac- 


ticed by a producer, are some of the factors that will determine which is the 


most profitable seasonality of production for him. To produce milk evenly 
throughout the year requires skill and expense since the natural tendency 
of cows is to freshen in the spring and produce a heavy milk flow when grass 
is plentiful. : 


That the base~rating plan is a commonly accepted market mechanism is 
evidenced by the large number of milk markets wherein the proceeds of sales 
to handlers are prorated to producers through the base-rating plan. On the 
basis of available information, it appears that the base-rating plan was 
started in Baltimore, Maryland, in 1918. Since that time, the base rating 
plan has been instituted ina large number of important milk markets, and 
has come to be recognized as an equitable method of prorating to producers 
the proceeds of sale to handlers. (See Table 36.) Table 36 shows the 
number of markets operating under the base-rating plan, by years 1918 to 
1934, The use of this plan of prorating to producers the proceeds of sales 
to handlers spread slowly and by 1929 eleven markets were operating under 
the plan. By 1933, the number of markets operating under the plan had 
increased to 28, and in 1934, 35-markets were operating under the plan. 

The development of the base-rating plan has not been limited to any one 
section of the country, but is used in at least seventeen different states 
from Massachusetts to California and Georgia to Michigan. 


i Be 


1/ 


Market 


Table 36: 


Philadelphia 2/ 
Chicago 
Des Moines 


Omaha~Council Bluffs 
w 


au 


vansville 


St. Louis 
Boston 
Lincoln 
Wichita 
Greater Kansas City 
Detroit 
Newport 
Providence 


New Bedford 


Fall River 
Richmond 


Leavenworth 
Quad Cities 


Louisville 


Los Angeles 


Ann Arbor 
Alameda County 
Battle Creek 
Bay City 
Flint 
Grand Rapids 
Kalamazoo 
Lansing 
Muskegon 
Port Huron 
Saginaw 
Baltimore 
Savannah 
Tulsa 

San Francisco 
Southern Illinois 
Atlanta 
San Diego 
Washington 


Compiled in most cases from transcripts of hearings for proposed marketing 


agreements for milk. 


market. 
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Milk markets operating with base-surplus plans 1/ 
as a part of the market structure, and date of 
institution of base-surplus plan on these markets, 


See ee) Oe ee 


State 


— 


Pennsylvania 


Illinois 
Iowa 


Ne braska~Iowa 


Indiana 
Missouri 


Massachusetts 


‘ Nebraska 
: Kansas : 
: Missouri-Kansag 


eae eee 


Michigan 


Rhode Island 


" it 


Massacnusetts 


" 


VT rein & 
‘ Kansas 


‘ Towa-Illinois 


' Kentucky 
. California 
‘: Michigan 


ae ree 


California 
fichigan 
" 


Maryland 


' Georgia 

: Oklahoma 

: California 
ret PPnoLs 


Georgia 
California 


DLE terol 
Columbia 


ee 
= 


ener wee mw meee 


eamae ener menewrowe rs ee eee 


astof April <15,;.1936% 


. ‘Effective date 


‘of license 


Aug. 25, 1933 
Feb. 5, 1934 
Feb. 14, 1934 
Feb. 24, 1934 
Feb. 26, 1934 
Mar. 2, 1934 
Mar. 16, 1934 
* Mar. L7eel9s4 
‘Mar. 17, 1934 
Mar. 17, 1954 
ori anda Loe 
pre 6, LISS 
Apt, ly. 264 

Hy iH {! 

i] " " 
ite by leo4 
paler 1G, 1954 
June eds, L954 

i i " 

" " tt 
Jae wile, Se 

HH it Hi] 

" i" tt 

" " " 

tt " tt 

" it tt 

tt tt tu 

" tt " 

1" " " 

" tt " 

't It t 
Aug. lL, 19354 
Aug. 16, 1934 
Aug. 21, 1934 
OCtee ce, 1964 
Nov. 1, 1934 
Dees “Ly L9S4 
PEO et LP OSS 


: Feb. 23, 


‘Mar. 17, 


i gully ay 


Novy. 1, 


March l, 


- Year base-surplus + 
‘ plan was established 


(approximate) __ 


1919 
1929 
1930 
1934 4 
1932 
1930 5 
1930 6 
1934 
1934 7 
1931 

1923 § 
1923 
1931 
1931 
1931 
1930 
1934 
1933 


1929 10 


1926 


1923 12 


1930 
1933 
1934 
n 1934 
1923 
1933 
1930 
1930 
1934 14 
1927 
1918 
1929 
1934 15 
1930 
1932 


1932 16 


Continued. 


1932 
1924 


ee 


Sponsored in every case by a cooperative association of producers in the 


Lr Bk ey oe Soom © wal hae © 5 
aa) ne Ae oneal ea ee ee: 
a ay oy 
OOF a bs : ‘i 4 we 


Operating un sence ety license. policy. CME 
Base. ete plan dropped from ee eee get) as 
Apparently no base~survlus plan prior to the license. i, 
Base-surplus plan discontinued under license'as.of November 16, 1984, = 
There had been in effect for several years another plan pies te the 
present one. | 
No base-surplus Slan ptior to ‘license. ay 
Horner, J. Ls, Michigan State College, Special Bulletin No- uals We page 31 
i anaenen in March 1934, Added to license September 1, 1934. 
Introduced about 1929 but discontinued in fall of (1930. Reestablished 
Povem years, pein 
source: U.S.D.A. Technical Bulletin No. Pao, Cooperative Marke ting of 
Fluid Milk, by Hutzel Metzger. | : 
Abandoned after several years. Réestablished rigab S(O 
Operated only temporarily. Effected again in June 1934. 4 
e base-surplus plan had been used over a small part of the market fo ae 
Several years previously. ; ve 
Established as a license feature November 5, 1934, 
Two early attempts failed. Reestablished in February 1934, 


ee 
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The principle of the base-rating plan is not new in the District 
of Columbia as has already been indicated. The pricing arrangements of 
the Association clearly involved the principle of base-rating modified by 
a partial employment of the classification for use idea. The difficul ty 
of securing from producers an adequate supply of milk for fluid milk 
and cream needs during the fall months is a matter of common knowledge in 
the Washington milk shed of which fact the figures in Table 13 stand as 
evidence.’ All that has been said about. this matter in general is accentu- 
ated in this market and supports the method of determining bases of 
producers set forth in section 5 of Article VI, of the proposed Marketing 
Agreement and Order. Section 4 states that the base-~that part of his 
deliveries for which each producer will receive a base price~-will be 
the portion of his deliveries during any delivery period which falls 
Within a quantity equal to the number of days on which he delivered milk 
times the figure derived, as indicated below, from his deliveries during 
the: fall months, October, November, and December of the previous year, 
as a representative period of time. 


Section 5 sets forth that the figure for determining bases for the 
part of 1936 following the effective date of the plan shall be 75 percent 
oe, each producers average delivery per day during the fall months of 1935 
With a’ proviso that such a figure shall not be greater than 90 percent of. . 

his deliveries during the fall months of 1934. The provisions that the 
Class I price will be paid to producers aiseeg ea Sua for milk represented 
by the bases of producers is discussed further on. Study of table 9 

makes apparent the equitability of returning to the producer in 1936 a 
higher price throughout the year in accordance with the milk he delivered | 
pavne, Pall of L945, out of wnich the market used approximately three- 
fourths for milk and one-fourth for cream, only five percent of all milk 
falling into Class II. (See tables 13 and 22.) ‘The limitation to-90. per- 
cent of 1934 Fall deliveries puts a reasonable limit on the share of the 
Class I price during 1936 passed to a producer whose deliveries happened 
to be exceptionally high in the Fall of 1936. 


Paragraph 2 of section 5 provides for the determination of bases 
for each year subse quent to 1936 on the same principle. as for 1936.6... 4% 
has been seen that bases for 1936 are to be determined with respect to a 
time when total deliveries very nearly balanced fluid milk and cream-needs 
of the market. The base of a producer remains the same for subsequent 
years if he delivers his base and one-third more milk during the fall 
months to take care of the approximate additional Class I needs of the 
market or in other words, if his deliveries are the same as in the previous 
year. If he delivers less his base’ will be 75 percent of what he delivers 
and if he delivers more, his base will be increased by his proportionate 
share, with other producers who deliver more than in the previous Fall, 
of the total quantity of milk which will make the total of bases during 
each delivery period approximately 75 percent of Class I milk. . Hach 
producer is thus assured of réturn to him on a quantity of milk delivered 
throughout each year fixed by his deliveries and the experience of the 
market during the months of October, November, and December preceding 
that year. 


Paragraphs 3 and 4 of the same section 5 provide for the determina 
tion of bases for those few producers who begin to deliver milk for the 
first time sometime during a year or for whom delivery records may not be 
available covering the previous October, November, and. December by réason 
of being temporarily out of production, selling in another market or other 
reasons, It appears reasonable that such a producer should have his base 
determined for the remainder of the then current year as that part of his 
total deliveries equivalent to the composite proportion of base to total 
deliveries existing for producers whose bases have already been determined 
on experience during the previous October, November, and December. . The 
base of each such producer for. the next year will be determined by the 
experience of the market in October, November, and December like all the 
rest of the producers, | 


GC, The Pool Computations. — 


With the implications’ of the base-rating plan clear and having in 
mind the provisions of Article VII which are discussed further on, it 
becomes clear that out of the total amount of the market pool must come 
first the amount of the, payments to be made at the Class I price.for the 
bases of all producers.’ Paragraph 2 of section 2 of Article VI therefore 
provides that the Market Administrator subtract such amount from the total 
pool. The remainder of the pool is to be divided over the remainder of 
the milk as provided in paragraph 3. The resulting figure would, if no 
human element existed be tlhe price to be paid producers for milk delivered 
in excess of base each delivery. Errors will inevitably creep in and 
delays of one sort and “another will occur in the clearing payments Te 
quired by paragraph 4 of section 1 of Article VII so that the Marke t 
Administrator is directed, in paragraph 4 to withhold 2-3 cents of this 
excess price in order that he may be able promptly to pay to those handlers 
who are to receive clearing payments under paragraph 4 of section 1 of 
Article VII and, in paragraph 5 to add an amount which will distribute the 
money which has come in late from past pools. 


With these computations completed the Market Administrator is 
directed, in paragraph 6, to make them public on or. before the 10th day 
after the end of the delivery period in such completeness as will not 
contravene the provisions of the Act with respect to confidential informa- 
tion and to notify all handlers of the excess price computed. Handlers 
can then proceed to make up their checks to producers, producers and. the 
public in general are informed as to supply and sales conditions in the 
market, and producers know what price to expect on their checks, 


In order that the computations may be more clearly understood and 
in preparation for later discussion of the provisions of Article yin 
Setting forth the payments to producers, both may be illustrated by an 
example assuming that three handlers operate in the market and that the 
average value of cream recovered from Class I] Milk is $11.55 per can. 
equivalent ‘to $1.40 per hundredweight of milk. ies 
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The receipts of the three handlers were as follows: 


; Base EXcess Total 
Handler A at city plant: Btu ADO. OUT DS. 200,000 lbs. ; 
at country station 200;,000-, ™ LOO R000 ut 1,050,000 lbs. 
Handler B at city plant 100,000 " 490,000 " - 140,000 " 
Handler © at city plant 30,000 " 4,000 , 4 34,000 % 
880,000 " 344, 000 1,224,000 


Their utilization of this milk and its value for each handler may 
be computed pursuant to section 1 of Article VI as follows: 


Class I Class II 
Pounds Price Value Pounds Price Value Total Value 
ik from city plant 700,000 - 3.08 .21,560 
from country station 200,000 2,73 7,460 150,000 1.40 2100 $31,120 
B from city plant Tt0,000 3.08 . 3,388 30,000) “1,409 3420 3,808 
C from city plant D5), O00 ae 770 9,000 1.40 -126 896 
Totals 1,035,000 33,178 189,000 2646 
Total value pool (Par. 1, Sec. 2, Article VI) $35,824 
The total sum due producers, out of this total pool, for bases, 
pursuant to par. 1 of sec. 1 of Article VII, are as follows: 
at city plant 300,000 Lbs, (no premium) @ $3.08 $9,240 
Pen LOS. (po convene) 8 “Ge = S31 6,620 
A at country 150,000 lbs. (no premium) @ } 2.73 4,095 
station 100,000 lbs. (17 cent ") @ 2,90 2,700 . S2e,8e 
B at city plant 40,000 lbs. (no premium) @ 3.08 ea 
60,000) bs. (an cent: P) "Pe 's. 4g 2,058 3,290 
C at city plant 30,000 lbs. (no premium) @ 3.08 924 904 
Total - $27,069 
From the total value of the pool $35,824 
Subtract payments for bases (par. 2, sec. 2, Art. VI) 27,069 
$ 8,755 
Divide the remaining sum by the remainder of the 
Mile, (tery go, Sac. ao. Art, Vi) $8755 = $2.54506 
344,000 
Subtract 2-3 cents Ge ay sec. 2, 0Art. VI) -02506 
$2.52000 


Add amount from previous pools (par. 5, sec. 2, 
Acree VL) .000 


Notify handlers of price per cwt. to be paid 
for éxcess milk (Par. 6, sec. 2, Art. VI) $2.52 


ae 


The payments to be madé by each handler pursuant to paragraphs 
1, 2, and 3 of section 1 of Article VII, the statements to be rendered 
by the market administrator and the payments to be made or received by 


handlers pursuant to paragraph’ 4 of that section may be exemplified as 
follows: | f 


Handler A. Total Class: Value $31,120 
Payment for’ bases $22,000 
Payment for excess lake? 
30,415 
Pays tarough Mkt.Adm. + ile 
Total payment aaah, Ua) $31,120 
. Handler B .Total Class Value =~ perl $ 3,808 
Payment for bases: $ 3,290 
‘Payment for excess 1,008 
eI 
Receives through Mkt.Adm.- 490 
Total Payments $ 3,808 $ 3,808 
Handler © Total Class Value | S$ 896 
ayment for bases $ 924.00 
Payment for excess 100.80 
~ 1,024.80°- 
Receives through Mkt.Adm.~ 128,80 
Total payment ; S$ 896.00 S$ 896 


3 


Waen all payments are made as above the handlers will have paid 
uniform class prices for milk purchased, all producers will have received 
uniform prices with adjustments shown and the market administrator will 
have in hand for distribution in the next pool $86.20, Eri Sine oumeow 
the $2,506 cents ver hundredweight withheld for contingencies. 


D. Payments to Producers, 


Article VII providing for actual payments to producers is the 
common focal point of all other Provisions of. the Marketing Agreement 
and Order, This Article is the complement of Article IV setting forth 
the minimum prices, since it Specified the exact method by which the 
Minimum class prices are to be paid producers and includes the butter- 
fat differential which, while a part of the minimum prices, is not 
pooled but paid direct to each producer by the handler to whom he 
delivers milk, 


Section 1 requires payment at the Class iecrice for strat quanti ty 
of milk represented by the base of each producer plus the farm and 
cattle score premiums to which each producer is entitled by sections, 
less 35 cents per hundredweight if the milk is delivered at a country 
station, and less 35 cents per hundredweight if milk is delivered as 
cream and at the price computed by the Market Administrator for milk 
delivered in excess of base, or in the case of a "neq! producer for a 
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period of 60 —- 90 days, for all milk delivered. Producers are thus 
assured of being paid the highest return the market affords for the 
milk delivered up to a predetermined quantity and a return for any 
additional milk delivered which will reflect the remainder of Class I 
utilization in the market, with its minor variations, together with 
the best salvage value, so to speak, of the milk not used for Class I. 
The rules for determining bases and the general theory of base rating 
have already been discussed... The payments here set forth are not much 
different than the payment plan in use by a large sector of the market 
as described earlier in this brief. The payment to a "new" producer 
for a period of 60 - 90 days of the excess price for all milk delivered 
provides a reasonable period for his induction into the market supply 
and the responsibilities involved, and constitutes a protection of 


producers against unscrupulous handlers. 


Paragraph 4 of this section provides for the clearing through 
the Market Administrator of those amounts of money which, when paid or 
received, as the case may be, by each handler, balance his payments 
with the total value of his receipts of milk at the minimum class 
prices. The practical result is the same as if each handler remitted 
the whole of the class value to the Market Administrator who in turn 
remitted to each producer in accordance with the requirements of 
paragraphs 1, 2, and 3 of this section discussed immediately above. 
The position of the producers association under this article is unique 
among handlers. The association holds title to the milk of its members 
at the moment of delivery to the other handlers in the market and the 
association collects the full value of the milk from these handlers 
in a lump sum. The association will therefore be responsible to the 
market pool for all its milk and its share in the market pool will be 
determined by the provisions of Article VII. Once the share is deter~ 
mined and the clearing payment made to or from the Administrator the 
Act specifically provides that no order may hinder the association from 
distributing its money in accordance with the membership agreements. In 
most markets, however, producers associations have found it desirable to 
follow fairly closely the plan by which handlers who buy milk direct from 
producers must make their payments. 


mneasons are obvious for providing in section, 2 for the correction 
of errors in payments and the butterfat differential has been discussed 
in connection with the minimum prices as have the country station 
differential and the farms and cattle score premiums. 


Section 4 of Article VII provides for the payment of a schedule 
of premiums for farm and cattle scores above 80, as recorded by the 
District of Columbia Health officer, for the milk within the base of 
each producer. It has already been shown that such premiums have 
customarily been applied by the handlers over a period of nearly 
fifteen years in constantly compensating producers for their efforts in 
producing higher quality milk. The average quality of milk has improved 
under these conditions. It appears reasonable to thus differentiate 
among producers with respect to their individual efforts as measured by 
the Health Officer in the distribution of the Class I price by paying 
premiums on bases having the remaining portion of the Class I price to 
be distributed on milk delivered in excess of base. . 


£3, wad _* 96 id 
Part IX 


Other Provisions of the Proposed Marketing Agreement 
and Proposed Order for the District of Columbia 
Marketing Area 


The provisions not previously discussed are necessary for explicig 
application of the classification and price provisions. 


ve Definitions. 


The District of Columbia Marketing Area is that territory which lies 
within the boundaries of the District of Columbia. This territory is wholly 
governed by Congress through agencies created by Congress. The principar 
means of livelihood being the work of the United States Government, the popu~ 
lation of the District is unusually homogeneous. While the population of the 
District has overflowed into nearby Virginia and Maryland, the interests of 
the people are so nearly alike that the whole practically constitutes a con- 
tinuous community. Application of the proposed Marketing agreement and pro- 
posed order in the District can reasonably be expected, along with the opera- 
tions of the Virginia Milk Commission in its territory, to exert such in- 
fluence in the contiguous towns that no difficulty will arise from confining 
the marketing area to the boundaries of the District. The scope of the 
Marketing area together with the definitions of "handler" and "producer" 
determine to whom the order applies. 


1. "Person" means any individual, partnership, corporation, asso- 
Clation, or any other business unit. In the milk business all types of 
business organization are to be found. Hence in order that all handlers 
subject to regulation in a milk market be regulated, it is necessary that 
all possible types of business organization be specified and the proposed 
Marketing agreement and proposed order be made applicable thereto. If 
this were not done, some persons would be exempt from the provisions of 
the proposed marketing agreement and proposed order, even though the char- 
acter of their business were such that they were subject to regulation. 
This would operate to cause the regulatory aspects of the proposed mar- 
keting agreement and proposed order to be discriminatory between different 
firms, and it is to obviate this inequitable result that "person" is go 
defined as to cover all types of business organization. 


<e "Producer" means any person, irrespective of whether such per- 
son is also a handler, who produces milk in conformity with the health re- 
quirements applicable for milk to be sold for consumption as milk in the 
District of Columbia Marketing Area, Milk which does not meet these re- 
quirements cannot legally be sold as milk in the District of Columbia 
Marketing Area hence the handlers of such milk should not be subject to any 
proposed marketing agreement and proposed order relating to such milk. But 
all milk which meets the health requirements is in actual or potential com- 
petition with all other such milk, and handlers of such milk must be sub-— 
ject to any Proposed marketing agreement and proposed order for such to be 
effective in regulating the handling of such milk. 


3. "Handler" means any person, irrespective of whether such person 
is a producer or an assoCiation of producers, wherever located or operat— 
ing, who (a) engages in such handling of milk, which is sold as milk or 


cream in the marketing area, as is in the current of interstate of foreign 
commerce, or which directly burdens, obstructs, or affects interstate or for- 
eign commerce in milk and its products. 


One of the major objectives of this proposed marketing agreement and 
proposed order is to place all handlers on a comparable basis with respect to 
the purchase price they are required to pay for milk sold inthe several use 
Classes. In order to do this, all competitive factors ir the market must de 
controlled and directed so that the market operates efficiently and losses en- 
gendered by unrestrained, unfair competition are eliminated. In order that 
this major purpose may be accomplished all persons involved in the handling of 
milk and its products in interstate commerce, or so as to burden, obstruct, or 
affect interstate Commerce, must be subject to the proposed marketing agreement 
and proposed order. All types of business setups and organizations, both physi- 
Cal and legal, are founda. Hence, the definition of a handler must be broad 
enough to include all those persons who are in competition with each other so 
that no provision of the proposed marketing agreement and proposed order be dis- 
criminating in effect with respect to different firms or persons. 


B. Market Administrator and provisions relating thereto. 


1. Selection, removal and bond. In order that the Secretary can be 
assured that the administration of the proposed marketing agreement and pro- 
posed order is being carried out without any bias in favor of or against any 
€roup in the District of Columbia Marketing Area, it is necessary that he 
appoint the Market Administrator. This procedure has been followed in all 
Federal milk licenses, due to the fact that it has proven more feasible than 
Other types of administrative organization. The person selected needs to be 
one of wide experience and one with complete understanding of the proposed 
marketing agreement and proposed order. In order further to insure unbiased 
administration of the proposed marketing agreement and proposed order, it is 
necessary that the market administrator, selected by the Secretary, be subject 
to removal by the Secretary and only by the Secretary. For further assurance 
to all concerned of the faithful and honest performance by the Market Ad- 
ministrator of his duties, the market administrator is required to execute 
and deliver to the Secretary a bond in such amount as the Secretary may deter- 
mine, with surety thereon satisfactory to the Secretary. 


2. Compensation. The Secretary, who selects the Market Administrator, 
should also be the one to determine a reasonable compensation for the market 
administrator he selects. The market administrator being necessary for the 
proper administration of the proposed marketing agreement and proposed order, 
his salary is considered an expense of administration. 


de Duties. In order that there shall be proper administration of _ 
the proposed marketing agreement and proposed order, the market administrator 
must: 


ae Keep such books and records as will clearly reflect the 
financial transactions provided for in the proposed marketing agreement and 
proposed order. 


In order for the Secretary to be assured, and to assure pro- 
ducers and handlers of proper administration of the proposed marketing 
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agreement and proposed order, the books and records of the market administra- 

tor must be subject to his examination at any and all times. Only by being 

sO assured can the Secretary know definitely that the proposed marketing agree- 
ment and proposed order are effectuating the policy of Congress as stated in 
the Agricultural Adjustment Act. £ 


b. In order for the Secretary to be informed, furnish such infor- 
mation and verified reports as the Secretary may request. 


c. In order to assure that his duties, for which the Secretary is | 
responsible, are being properly carried out by his employees, obtain a bond for 
each employee who handles funds entrusted to the market administrator under the 
provisions of the proposed marketing agreement and proposed order. Most of the : 
money handled in the Administrator's office belongs to handlers or producers, 
and the bond would cover possible losses to them. This insurance being necessary 
to the proper administration of the proposed marketing agreoment and proposed 
order, the expense of such bond should be apart of the expense of administration. 


d. Publicly disclose, except as otherwise directed by the Secretary, 
the name of any person who has not: ’ : 


(1) Made reports pursuant to article V of the proposed market- 
ing agreement and proposed order. These reports are necessary in order that 
payments to producers may be verified by the market administrator and the pur- 
pose of the proposed mirketing agreement and proposed order be effectuated. If 
the handler pays his proaucers without filing these reports, other handlers and 
alsa the producers should be informed that the handler had not filed reports 
and that the administrator could not determine if the handler had paid the 
correct price for his milk. If the producers are not so informed, they might 
assume that they had been paid the correct price. The administrator must make 
it knowm that he had not verified the prices paid and, therefore, was not re- 
sponsible for its correctness. 


(2) Made payments pursuant to article VII of the proposed 
marketing agreement and proposed order. The market administrator Obtains in- 
formation to compute the price that shall be paid by each handler and also ob- 
tains information as to what price was paid. With no notice to the contrary, 
a producer might assume that the price he received was the one to which he was 
entitled, when, in fact, it might be different from what the market administra- ? 
tor had computed as being correct. Because the producer might make such an 
incorrect assumption, the market administrator must notify such producers that 
the prices paid by the handler were not those computed by the market administra- () 
tor. All handlers will be in the Same competitive position only if they pay 
the price as computed by the administrator. The other handlers in the market 
in order to be on equal competitive terms should know the names of those com- 
petitors who have not made the payments prescribed in article VII. 


C. Reports of handlers 


Article V of the proposed marketing agreement and proposed order sets 
forth three types of reports which handlers are required to submit and pro- 
vides for the verification of these reports. The necessity for all these ree 
ports and for their verification becomes apparent with the realization of the 
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nature of a milk market and practical operating problems which arise in 
Making effective the class price in the payments to all producers of uni- 
form prices which reflect the utilization of milk by all handlers. 


Section I requires handlers to submit reports on or before the fifth 
day after the end of each delivery period, showing, in such detail and fom 
as the market administrator discovers best fits the particular conditions, 
the information as to all milk or cream received by handlers and the utili- 
zation of such milk, ‘ 


Section 2 provides for other reports with respect to producers de- 
livering milk to a handler. Those reports: enable the market administrator 
to secure needed information with respect to producers after a handler has 
newly become a party to the agreement or subject to the order, or to request 
information not already in his hands, which is needed for full knowledge in 
order to effectuate and to determine the effects of the order in relation 
to the policy of the Act. The second report provided: for under section 2 
requires that each handler report to the market administrator upon first 
receiving milk from any producer who has not previously shipped milk to that 
handler, in order that the market administrator may keep his records up to 
date with respect to the producers delivering to each handler. 


Section 3 provides for the regular reporting by handlers of their 
payments to producers for each delivery period in the form of a copy of the 
handler's producer payroll. Such a report expedites the routine checking 
of compliance with the marketing agreement arid order and provides in an 
economical way the information necessary for the market administrator to 
Maintain adequate producer records. 


Section 4 provides that each handler shall permit the market admin- 
istrator to verify the information contained in all reports; the importance 
of routine verification of all reports is readily understandable in view of 
the intricate and detailed transactions which are inherent in the milk busi- 
nesses Where errors both wilfull and accidental may so readily creep in and 
affect the returns to producers, successful operation of a marketing agree- 
ment and order will depend to a large extent upon the extent to which the mar- 
ket administrator assures himself of the correctness of the figures supplied 
him in the reports and of the correctness of the sampling, weighing and test- 
ing for butterfat of the milk which is delivered by producers. Such routine 
verification is thus extremely necessary for the effectuation of the pro- 
visions of the marketing agreement and order. 


D. Expense of administration. 


The market administrator must incur many expenses in the administration 
of a marketing agreement and order. He must obtain personnel sufficient to 
compute:periodically the sales of milk to each handler, the price each han- 
dler shall pay for base and excess milk delivered to him, and record and audit 
the reports of each handler, and for many detailed activities involved in his 
duties. 
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The Agricultural Adjustment Act, as amended, provides that the 
expense of administration shall be prorated over all handlers subject to 
the order. The proposed marketing agreement and proposed order provides 
for the payment by handlers each delivery period of a sum not exceeding 
two cents per hundredweight with respect to all milk used as Class I by 
then during such delivery period. 


This expense of administration appears to be adequate to cover the 
necessary expenses of the administration of the marketing agreement and 
order, The average expenses of administration in several other markets 
Over a period of time have been as follows: 


Boston 1.4 cents 
Kansas City 1.1 cents 
San Diego “1.5 cents 
Wichita 1.8 cents 
Topeka 1.8 cents 
Fall River 2.1 cents 


This provision of the proposed marketing agreement and proposed © 
order provides a maximum of $0.02 per hundredweight and, if the funds so 
collected appear to be too high, the payments by handlers may be waived 
or lowered as to any delivery period. The handlers are then assured that 
the amounts assessed from them shall be adjusted to the requirements of 
the market. The bond required of the Market Administrator and periodic 
audits of his records give every reasonable assurance that the monies are 
properly handled. 
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Introduction 


One of the most important and perplexing problems encountered in milk 
narketing is that pertaining to the classification of milk. This problem is 
nerely one of many, although fundamental and probably the most important, 
that may and perhaps must be approached through a study of the price struc- 


ture for milk. 


This paper was written for use in connection with marketing agreements 
and orders for milk. However, numerous questions have arisen pertaining to 
the classification of milk, the price structure, and related problems, and it 
is for these reasons that this paper is made available at this time. 


a This analysis of the price structure has been developed under assump- 
tions of competitive conditions. umerous details have been omitted in the 
interest of brevity and in order thet the discussion be suitable for general 
use. The analysis will be expanded as rapidly as possible, and the later 
ohases of the work are to deal primarily with the price structure when the 
assumptions upon which this paper is based are varied. 


The authors have received aid from several persons in the development 
of this paper. Dr, Warren C. ‘jaite helped draft the paper in all but the 
latest stages of its development, and pr. Harold B. Rowe contributed many 
valuable suggestions relative to the technique of the analysis.. Others have 
nade fruitful suggestions and have aided materially in editing the paper. 
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u/ Chief, Dairy Section, agricultural Adjustment Administration, United 
States Department of Agriculture. 


of Senior Agricultural Zconomist, Dairy Section, Agricultural Adjustment 
Administration, United States Department of Agriculture. 
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Part I 


THE PRICE STRUCTURE FOR MILA FOR THE COUNTRY AS A WHOLE a 
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A complete analysis of the price structure for milk for the coun- 
try as a whole would fill a rather sizable volume. However, for the 4 
purposes of this paper, it is unnecessary to devote a great deal of time 
and space to the development of such an analysis. All that is intended 
in Part I is to develop a rather general treatment of the price structure y 
for milk for the country as a whole, in order that the analysis of the 
price structure for milk within a milk shed may be approached more satis- 
Pacrvorily. 


An explanation of the price structure for dairy products for the 
country as a whole involves consideration of (1) the conditions affecting 
the demand for milk, and (2) the supply characteristics of milk with 
respect to the localization of particular phases of the industry and the 
interchanreability of milk between different dairy products. Likewise, 
an explanation of the price structure for milk within a particular area 
or a particular milk shed involves consideration of (1) the nature of 
the demand for the different products derived from milk, and (2) the con- 
ditions affecting the supply of milk. 


A. .The nature of the.demand for milk. It is well recognized that 


the demand for any commodity is a composite of the demands of the differ- 
ent groups of people who are ready to purchase different quantities of 

-lt at different prices. Similarly, the demand for a product such as milk, 
which is used in the production of a number of different products, is. 
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u/ In 1932 the total volume of milk used in the manufacture of dairy . 
products and used by the non-farm population as fluid milk and cream 
‘was distributed among the various uses as follows: 


“Product Percent of total. volume used 
Butter - creamery and whey » 45.6 a/ 
Other manufactured products + Mens i2e2 
Milk used by non-farm population . b/ 
as fluid mile and cream 1.2 - 
Total 100.0 


a/ Compiled from estimates of the production of manufactured 
dairy products, Bureau of Agricultural Beonomics, U. Ss. 
Department of Agriculture. 


b/ Compiled from ¥stimates of Consumption of Milk and Cream 
in Cities and Villages, Bureau of Agricultural Economics, 
Us &. Department of Acriculture. 


the aggregate cr composite demend for milk in all uses, Thus, although 
ihe ditierent, forms or products in which milk is used are competitive in 
the sense that each uss competes with all ether uses for a portion ef the 
totel supply cf milk, and the derived demands are rival or competitive, 
in the aggregate they comprise the total demand for milk. The nature of 
the. demand for fluid milk is discussed at length in aoe im of this 
paper. 


Bar the supply gly characteristics of milk, 

1. Localization of the industry. Although milk production 
is an impertant agricultural enterprise in practically every State in the 
United States, it nevertheless varies markedly between areas as te rela- 
tive Se ranns and is highly concentrated in certain areas. An impor- 
tant factor in this connection is the fact that the transportation system 
has developed so that certain areas possess a comparative advantage in 
the production of milk for use in the production of dairy products that 
are readily storable and transpertable, and others have a comparative 
advantage in the production of milk for fluid consumption. Thus, the 
' States of Iowa, Minnesota, Nebraska and Wisconsin produced 44.8 percent 
of the total volume of.creamery butter produced in the United States in 
1932 and 1933. Wiseonsin and New York produced 64.8 percent and 62.1 
percent cf the totel volume ef cheese produced in the United States in 
tose and sloas. respectively. Of ‘the’ total United States production of 
evaperated milk in 1933, Wisconsin end California produced 55.3 percent, 
and the five States ef Wisconsin, New Yerk, California, Illinois and ‘Ohie 
preduced 70.0 percent. a In those areas wherein large urban centers are 
Situated, notably the New #ngland and Middle Atlantic areas, as well as- 
in the territery immediately surrounding other urban centers, the larger 
part ef the tetal volume ef milk produced is Wwtilbaed in the form of 
fluid milk and cream. 


2. The interchangeability of the supply of milk between uses. 
The milk supply of the country is interchangeable between uses, especi- 
ally so in the case ef manufacturing uses. In general, there is little 
difference between the quality requirements for milk used in the produc- 
tion ef evaperated milk, butter, cheese and other manufactured dairy 
products. In addition te the fact that milk is markedly interchangeable 
between the uses noted above as far as quality requirements are concerned, 
precessing facilities for the different praducts are so intermingled 
geezraphically, and, in fact, are in many cases available in one plant, 
that the matter of the location of the producer with respect to process- 
ing facilities for the different products is usually not important in 
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2/ Manufactured Dairy Preducts, Bureau of Agricultural Economics, 
United States Department of Agriculture. 
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~prewenting producers from shifting their milk from one channel of dispo- 
Sal to another. Thus, should relative price conditions warrant, the 
producer can in most cases shift his milk from one use to another. (In 
the case of those plants manufacturing two or more products, the 
producer does not have to shift his milk from ore plant to another, the 
shift or change in the relative volume of milk entering the different 
uses being accomplished by the plant management, and for the same 

reason that would lead the farmer to shift his milk from one use to 
another, | 


“The interchangeability of the supply of milk between milk pro- 
duced for use as fluid milk and that produced for use in the production 
of various manufactured dairy products is not sw marked as is the inter- 
changeability of milk between the different manufactured products. 

This is due in large part to the fact that in most milk markets milk 

used as fluid milk must be produced in accordance with more stringent 
Sanitary requiréments than is the case with milk produced for use in 
Manufactured dairy products. However, this factor operates, principally, 
to lengthen the period of time necessary for a preaducer to shift his dis- 
posal ‘of milk from manufactured dairy products uses. to fluid use. The 
producer, in order to shift. from the production of manufacturing milk to 
the production of fluid milk, must equip his barn and follow the proced- 
ure with respect to sanitation that is specified in the health ordinances 
" of the city or town in which he wishes to sell fluid milk. This invnalves 
additional expense in producing milk, but, if the farm price of fluid 
milk is sufficiently above the farm price of manufacturing milk, the pro- 
ducer will equip his barn and conform to sanitation regulations in order 
that he may sell fluid milk. Thus, although the degree of interchange- 
ability of milk between fluid use and manufactured product uses is less 
marked than the degree of interchangeability of milk between the differ- 
ent manufactured product uses, producers can and do shift from the 
production of manufacturing milk to the production of fluid milk when 
price relationships warrant. Similarly, when the price of fluid milk 
declines to a point where it is not sufficiently high to cover the addi- 
tional costs of producing milk for fluid consumption, prodycers discon- 
tinue the production of milk for consumption as fluid milk and “produce 
milk for use in the production of manufactured dairy products. 


C. Faetors affecting the general level of the prices of dairy 


products. 


1. Demand factors. Numerous factors influence the demand far 
dairy products, such as the volume of the money income of consumers, con- 
Suming habits, etc. Perhaps the most important of the factors affecting 
the demand for dairy products is the volume of money consumers have avail- 
able for the purchase of goods. Thus, the prices of dairy products vary 
directly with the income of consumers (assuming constant supplies). The 
relationship between the index of the farm prices of dairy products and 
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the index of factory payrolls (taken as a measure af changes in the in- 
come af consumers) is shown in Figure 1. As was stated above, numerous 
factors affect the demand for milk. However, for the purposes of this 
paper, it is unnecessary to discuss them in detail. 


2. Factors affecting the supply of milk. The changes in the 
volume ef milk that will be forthcoming from. a given number ef cows due 
to changes in weather, pasture and crop conditions need no comprehensive 
treatment here, since it is obvious that sudden and wide variations in 
the weather, droughts and ather unusual weather conditions that operate 
to reduce or increase the quantity and quality of feed relative to the 
number of livestock, all tend to cause variations in the supply of milk. 


Aside from the factors noted ahove, changes in the prices 
eof dairy products relative to the prices paid by milk producers for the 
articles used in milk production, as well as changes in the prices of 
dairy products relative to the prices 9f other farm products, affect the 
volume of milk produced. In the Middle West, for example, changes in 
the prices of competing farm products have an impertant effect on milk 
production. An increase in the price of beef, or a relative decline in 
the prices of dairy products, is sufficient to cause large numbers of 
farmers in this section, particularly in the area west of the Mississippi, 
to turn to raising beef steers and heifers and let tho calves suckle the 
cows langer than was the practice before the change in relative prices. 
In addition, in numerous csses where more than one livestock enterprise 
is followed on the farm, a relatively larger volume of the feed available 
is fed to livestock other than milk cows when prices of alternative live- 
stock products become favorable relative to the prices of dairy preducts. 


D. Relatiaqnships between the prices of dairy products a 
Be ee AU Nr EO 1 Eee ee ee 


different markets. 

Since most manufactured dairy products are readily transport- 
ablo, the price cf a product such as butter tends to vary between markets 
by not more than the amount necessary to cover the cost of shipping the 
product (freight and handling casts) from one market to another. Thus, 
in Chicago, Illinois, situated in the large surplus butter-producing area 
comprising the East North Central and ‘Jest North Central States, the 
price of butter is generally lower than in New York City by an amount 
sufficient to cover freight and handling charges frem Chicage to New York 
City (New York City being located in a deficit butter-producing area). 
The decidedly chose relatiouships between the prices of butter in differ- 
ent markets are shown in Figure 2. 


The prices of cheese in different markets vary together (see 
Pigure 3), partly for the samo roasons as thase advanced above with 
respect to butter and also becauso af the possibility of shifting from 
cheese productinn to the production nf butter, which is more widely 
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transported. The same relationships exist with respect to evaporated 
Milk; 


In view of the foregoing, it should be evident that the mar- 
ket for the most important manutactured dairy products is national in 
Character and that the price of milk or butterfat used in the different 
products noted above in any particular area is closely associated with 
the price 4f milk so used in any other area. 


E. Relationships between t the price of milk used in different 
products. 


AS Was pointed out in B abana the supply of milk is markedly 
interchangeable between uses in the case of milk produced for manufac- 
turing purposes and to a lesser extent between fluid milk and manufac- 
turing milk uses. This factor operates ta establish clnse relationships 
between the price of milk in different uses, in the country as a wholo, 
as well as within areas. (See Figure 4.) Thus, although the price af 
milk produced for use as fluid milk is generally higher in any particu- 
lar area than the price of milk produced for use in manufactured dairy 
products (for the reasons advanced in sectien B and section Cc), and 
therefore the market for fluid milk in any. particular area may be con- 
Sidered as a l9cal market, the price of milk produced for use as fluid 
INilk varies with the Seiten of such milk in any other area and also 
varies with the price sf milk produced for use in manufactured dairy 
products, both for the country as a whole and in the different sections 
of the country. 
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“HE “PRICE STRUGTURG FOR MILK WITHIN 4 MILE SHED 


The terms under which milk is sold vary widely between markets. 
in soe markets, usually small markets located within a*surplus area or 
with few or no sanitation requirements, producers receive the same 
price f.o.b. the market for all milk, regardless of whether it is used 
for fluid miik, cream or manufactured dairy products. In other markets, 
while producers receive the same price -for all milk sold, this price is 
a weighted.average price which is computed by adding tomether the value 
of milk sold to distributors in accordance with a schedule of the 
prices for milk used for various products, ‘and dividing the total sum SO | 
computed by the total volume of sules to’ distributors. In still other 
markets, producers receive two or more different prices for different 
portions of the milk which they deliver, a weirhted average price for 
that portion of.their milk sold as fluid milk and:cream, and a lower 
price on. the remainder, which is used in the production of manufactured 
dairy products. Again, producers may receive one price for that portion - 
of their milk sold as fluid milk, another price ‘for that portion sold as. 
fluid cream, and still another price for that portion which is used in 
the Peodaev ion of manufactured see pou cue such ‘as butter, evaporated . 
milk and cheese. 


In this section, the relationships between the price of milk 
used for different PULpOSeS 7.0.0. city, and the ferm price structure 
arising ule re tro, are examined in some detail. 

A the ‘price oSteicture un ipenm quali te requirements > central- 

ized. . processing ! ae 
For purposes of pres sentation, the price ee ie is examined — 
in a hypothetical market, wherein factors operating to establish a dif- ; 
ferentiation in the eee of milk used in tthe production of different 
dairy products are assumed to be non-e xistent. One: by one the factors 
operating to establish such differentiation in the prices of milk used 
in the production of different dairy products are’ considered, and thus 
the analysis of the price structure progresses. from:that of the highly 
Simplified hypothetical market toward that of the most complex type of 
market. For purposes of analysis, therefore, it is assumed that: 


1. There is a freely competitive market. 


&e Local delivery costs and labor are the same for all 
classes of product. 


ae Ce 


%, There ig no variation in the volume of milk consumed in 
different forms. 


4,. All milk, whether sold to consumers as Pra ites Ox. 
other dairy products, is of uniform quality. 


5. All milk is brought to the city in-fluid form, thereto 
be processed into the various dairy products. 


6. There is no variation in the volume: of milk sold per farm 
from day to day. 


Under the conditions noted above, it is obvious that producers 
would receive the same.per unit price for all milk brought to the market 
since. each unit of the supply is interchangeable with every other unit. 
This would be true regardless of whether the milk were sold to the consum- 
er as fluid milk, fluid cream, or manufactured dairy products. 


. However, it is well recognized that the butter and other manu~- 
factured dairy products equivalent of a unit of milk can be transported 
‘long distances at very low cost per product equivalent of a unit Of nae 
as compared to the cost of transporting a unit of milk the same distance, 
and can be kept in storage for 4 relatively long period of time without 
appreciable deterioration in quality. Manufactured dairy products are 
composed largely of milk solids, or, stated differently, they are composed 
of one or more of the constituents of milk concentrated to a very much 
greater degree than in whole milk. Thus it is more economical to produce 
the finished product, such as butter, cheese, etc., at a distance from the 
market and transport the finished product to the market, rather than to 
transport whole milk to the market and there process it into the finished 
product (unless, of course, the demand for all the products of milk in the 
market can be satisfied from the volume of milk produced in the area 
immediately surrounding the market). For example, one hundred pounds of 
butter contain approximately 80 pounds of butterfat, and one hundred 
pounds of 3.5 percent milk contain 5.5 pounds of butterfat. Assuming that 
transportation costs per one hundred pounds of product are equal, the cost 
of transporting butterfat in the form of butter and in the form of 35 per- 
cent cream would be about 1/23 and 1/10, respectively, of the cost of 
transporting butterfat in the form of milk. The reasons given above 
suffice to explain why manufactured dairy products are produced, in many 
eases hundreds of miles from the market, and shipped to the market-in 
finished product form rather than beings shipped to the market in the form 
of fluid milk and there processed into the finished product. 


et ate 


B. The price structure; uniform quality requirements ~ decentral- 
ized processing. 


a ae 


For the purpose of considerins the manner in which the trans-— 
portation factor affects the price structure for milk within a milk shed, 
the preceding assumption that all milk is brought to market, there to be 
processed into the several milk products, is now dropped and, instead, in 
addition to the remaining assumptions noted previously, it is assumed 
that: 


1. All the milk which is produced within 100 miles from the 
market is needed to satisfy the demand for fluid milk. 


&» All the milk which is produced in the area between 100 and 
150 miles from the market is needed to mest the demand for fluid cream. 


5. All the milk which is produced within the area between 150 
and 200 miles from the market is needed to meet the demand for evaporated 
milk, 


| 4. All the milk which is produced within the area between 200 
to 400 miles from the market is required to meet the demand for butter. 


DS. Transportation costs vary in direct proportion to distances 
at the following rates per unit per mile: 


(a) Whole milk ~ 1.cent per hundredweight. 


(b) The cream equivalent of 100 pounds of 3.5 percent milk 


(ce) The svaporated milk equivalent of 100 pounds of eo 
percent milk ~ 0,1 cent. 


(a); The butter equivalent of LOO pourids of Ses percent 
milk - .05 cent. 


6. The farm value of skim milk exactly equals the cost of sep~ 
arating cream from milk. 


7. The f.0.b, city value of the butter equivalent of 3.5 per-— 
cent milk (it is assumed that the over-run is necessary to cover the manu- 
facturer's margin) is $1.00. 


Under the above assumptions the f.o.b. city prices that must be 
paid for milk in order to secure the volume necessary to meet the demand 
for milk, as well as the £.0.b.. city prices that must be paid for the 
cream equivalent and evaporated milk equivalent of 100 pounds of milk to 
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meet the respective demands, can be readily computeds Thus, with the 
f.o.b. market price of the butter equivalent of 100 pounds of 3.5 percent 
milk at $1.00, the farm price of 100 pounds of milk which is converted to 
butter at a point 400 miles from the market is 71.00 less the cost of 
transporting the butter equivalent of 100 pounds of such milk to the mar- 
ket, or 80 cents ($1.00 - (400 X 3.0005) = 3-80). At a point 200 miles 
from market the farm price of milk used for butter is 90 cents ($1.00 = 
*,10 transportation costs = #.90). If milk is to be used in the produc- 
tion of evaporated milk at a point 200 miles from the market, the farm 
price of such milk must be 90 cents per hundredweight or else farmers will 
sell their milk to butter manufacturers rather than manufacturers of 
evaporated milk. The f.o.b. city price of the evaporated milk equivalent 
of 100 pounds of 3.5 percent milk will be the farm price of 100 pounds of 
3.5 percent milk at a point 200 miles from the market, plus the cost of 
transporting the evaporated mils equivalent of such milk to the market, or 
$1.10 ($.90 + $.20 = $1.10). Simileriy, the farm price of milk used to 
produce cream at a point 150 miles from the city must be equal to the farm 
price of milk used to produce evaporated milk at that point, else farmers 
will sell their milk for use in evaporated milk rather than cream, and the 
f.o.b. city price of the cream equivalent of 3.0 percent milk will be the 
farm price of such milk at a point 150 miles from the market plus the cost 
of transporting the cream equivalent of 100 pounds of 3.5 percent milk 
from that point to the city, or $1.25 (8.95 farm price at 150 mile-point + 
#.30 transportation costs to market — $1.25). Similarly, the f.o.b. city 
price of 3.5 percent milk will be the farm price of milk used for cream at 
a point 100 miles from the market plus the cost of transporting fluid milk 
to the market, or $2.05 ($1.05 farm price at 100 mile-point + $1.00 trans- 
portation costs to market ey iO ie 


Therefore, under the conditions assumed the prices for milk and 
milk products. f.o.b. city would be as follows: 


1. Fluid milk - $2.05 per hundredweight. 
4 t : 


2. The cream equivalent of 100 pounds of 3.5 percent 
milk - $1.25. 


3, The evaporated milk equivalent of 100 pounds of 
3.5 percent milk - $1.10. 


4. The butter equivalent of 100 pounds of 3,5 percent 
milk = #1.00 (assumed, but of course 4 different 
price f.o.b. the market for the butter equivalent 
of 100 pounds of 3.5 percent milk would be associ- 
ated with different prices for the other milk 
products than those computed above) « 


Under the conditions assumed it is algo obvious that milk would 
not be shipped to the city to be processed into the several dairy products 
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(except in case of error or lack of knowledge with respect to the most 

profitable channel of disposal, which is not possible under the assump- 
tions set forth). Prices in the city would: be quoted for milk, cream} 

evaporated milk and butter. All milk brought to the city would command 
One price, cream another, ete. Thus, there would be no differentiation 
in milk prices f.o7b. Clie 


The. farm price: for milk at any given point within any partic~ 
ular zone is, of course, equal to the farm price of milk at’ the outer 
edge of the zone plus the difference between the eost of. shipping milk 
in the particular form to the market from the outer: limit of the zone 
and the cost of shipping such milk from any given point ‘within the zone. 
The farm price structure for milk thit would obtain under the conditions 
set forth above is shown in Figure 5. ; 


C. The price structure; varyins quality requirements - decentral 
dzed "proceag ines | rp Wah viphiaadh ie | i 
If the assumption thet sll milk is of uniform quality is dis- 
carded, and it is assumed that the quélity requirements for milk used in 
the form of fluid milk and crear: are higher than those for milk used in 
the production of evaporated milk and butter, then the type of market 
under analysis is somewhat nore comparabie. to the rather complex type of 
milk market now obtaining in many large urban areas. 


Sanitation requirements vary somewhat between milk markets. 
Usually, the requirements cover such items of sanitation. as periodic 
veterinary examination of cows, cleanliness of cows, cleanliness of dairy 
barns in addition to specifications with respect to the type of flooring, 
light, etce., specifications with respect to the type and care of the milk 
mouse, cleaning and care of utensils, and rules and regulations pertaining 


to milking and handling of the milk. Ds paket 


It should be obvious thet the sanitation requirements under 
Which milk for fluid milk and cream is produced, which in bi far the 
larger number of cases are more stringent than the sanitation require- 
ments under which milk for manufacturing ourposes is. produced, operate 
to increase the cost of producing milk for use es fluid milk and cream 
relative to the cost of. producing milk for manufacturing purposes. Thus, 
over a period of time, the supply price 2Vof &@ Siven volume of milk used 
for fluid milk and cream will be somewhat higher than the supply price of 
the same volume of milk used for manufacturing purposes, other factors 
remaining constant. of course, the difference betwagn: the supply prices 
of milk produced for use. in different products in any milk supply area, 
other factors being the samc, will depend upon the differences in the 
sanitation requirements applicable to milk produced. for use in the dif- 
ferent products. If it were. assumed that sanitation requirements raise 
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3/ The price that must be paid in order that a Siven volume-of milk of 


the desired quality be forthcoming. Ag 
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the supply price of milk for use as fluid milk and cream 20 cents per 
hundredweight per farm above the supply price per hundredweight for milk 
used for manufacturing purposes, the price structure under the assumed 
conditions would be similar to that set forth in Figure 6 (a position 

of stable equilibrium is assumed, so that the f.o.b. city prices that 
prevail, and the farm price structure arising therefrom, are normal sup- 
ply prices). 


Under the conditions assumed, the prices for milk and milk 
products f.0.b. city would be as follows: 


1. Fluid milk - @2.25 per hundredweight. 
2. The cream equivalent of 100 pounds of 3.5 percent 
milk - $1.45. 
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4, The butter equivalent of 100 pounds of 3.5 percent 
milk - $1.00. 


In Fieure 6, the line PP represents the farm price of milk 
used for fluid milk and cream; the line AM the farm price for milk used 
in the production of evaporated milk and butter. It should be noted 
that as yet no factor has been introduced that will operate to establish 
different prices for milk f.o.b. the city. Under the assumed conditions, 
all milk produced within a particular zone will be used in the production 
of the same product. Thus, no milk. will be shipped to the market as milk 
from the cream zone,-etc, Stated differently, there will be no differ- 
entiation between the price of milk based on the form in which such milk 
is sold f.o.bs city. Also, no factor has been introduced that will oper- 
ate so that individual producers will receive different prices for dif- 
ferent portions of their milk. Producers within each zone will sell all 
of their milk at one price. Farm prices in a particular zone will vary 
as transportation costs from different points in the zones to the city 
vary, and will vary between zones because of differences in transporta- 
tion costs of milk and the product equivalent of milk, and because of 
differences in cost of producing milk engendered by differences in the 
sanitation regulations applicable to milk and milk products. 

4/ 


D. The price structure as affected by type of transportation. 


It should be emnhasized that the foregoing treatment of the ef- 
fects of the transportation rate structure and sanitation requirements 
on the price structure for milk has been greatly simplified for purposes 
of presentation. Variations in the transportation rate structure and 
sanitation regulations from those assumed bring additional complexities 
into the price structure. 


One of ths assumptions on which this analysis has been based so 
far is that transportation rates vary according to distance and weight 
only. However, several factors influence transportation costs, the 

more important of which are typs of transportation (truck, tank car and 
railroad), complementary services, topography of country, volume, labor 
eonditions, gasoline and truck costs, and local transportation: arrange- 
ments. Some attention will be given to the effect of these various 
factors on the price structure and size of sheds for the different types 
of dairy products. ; 


eee 


4/ This section is based largely upon a réport prepared by Dr. J. M. 
Tinley, formerly Principal Agricultural Hconomist, Dairy Section. 
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1. Type of Transportation, From points relatively close to 

a markct, producers frequently find it advantageous (or less costly) 
to transport their own milk to the city. Many producers use small 
trucks to transport feed, implements, etc., from the city to their 
farms or from one part of the farm to another and find it convenient 
to take their milk direct to a city plant. The farmer or a member of 
his family operates the truck and because of proximity to the city can 
reduce operating costs per « cwt.-mile to a very low figure. However, 
as distance from the city increases, operation of a small truck per 
hundredweight milk increases rapidly. A large load becomes more cco- 
nomical so larger trucks are used. Few farmers have sufficient milk 
to supply a loed for a large truck, so either a distributor, a private 
azency (hauler) or a cooperative association operates a truck and col- 
lects milk from several farmers. 


Aftor a certain distance varying between, say, ten and sixty 
miles, depending upon the topography, density of supply, etc., truck 
transportation becomes too expensive per hundredweight mile. It is 
éxpehsive to operatd a large truck (or truck and trailer) over country 
roads especially as production often becomes more scattered as distance 
from a city increases. 


Under these conditions, milk is usually hauled by producers or 
by truck to a centralized country assombling point, cooled end loaded 
into a tank truck and hauled into the city. Also, there are definite 
limits to the distance from which milk can be hauled by tank truck. 
In some of the larger markets, milk is collected at country stations 
and cooled, and then shipped by train to the consuming center. in a 
few instances, milk is processed and bottled at a country point and 
shipped into the city for distribution. 


In Figure 7 are shown, hypothetically, the transportation costs 
on milk into a large consuming conter L/ For the first ten miles, 
milk producers will haul their own milk, the lowest cost being Live 
cents a hundred pounds (ost of which is for handling costs). The 
total cost rises as distance from the consuming center increases, but 
after about fifteen miles, costs rise very repidly. There is a zone 
in which milk may either be handled by the producer or by truck. From 
about twenty miles, however, it becomes more economical to haul by truck. 
This is probably true up pabout seventy miles. From seventy to ninety 
miles is auother zone of indeterminateness in which milk may be hauled 
either by truck (in cans) or assembled and hauled in tank truck. 
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o/ The variations here discussed are not considered in later Figures. 
Therefore, a different set of rates has been assumed, under which 

the differences in rates have been magnificd. 
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From ninety to one hundred and fifty miles, milk will be hauled 
in tank trucks, but for greater distaiices the time of hauling and load 
limitation would tend to make it more cconomical to assemble milk at a 
country plant and transport milk to city by train. There is a:zone of 
indeterminateness from 150 to 180 milos in which milk may be hauled 
either by tank car or by railroad. Deg 


These distances would vary from market to market depending upon 
topography, state of roads, density of supply, relative costs of differ- 
ent methods of transportation, etc. 


Transportation rates are commonly set on the basis of zones, 
under which rates, instead of increasing directly in proportion to dis- 
tance, increase in a series of steps as is show in Figure 7. 


2. Complementary Services. Transportation rates usually include 
some elements of cost other than mere hauling. Milk has to be loaded 
and unloaded, iced or refrigerated. Tuese are usually more or less fixed 
eosts and do not vary with the length of haul. Thus the longer the dis- 
tance hauled the lower these costs become per mile, resulting in a tend- 
ency for transportation rates per unit to decline as distance increases. 


There is somewhat greater risk in hauling milk than in hauling 
butter -- milk has to be handled with more care and speed. For this 
reason a particular transportation sgency may charge a higher rate Tox 
hauling an equal volume or weight of fluid milk than for butter or evap- 
orated milk. 


3. Rute Schedules. Many transportation agencies, especially 
railroads, do not arrange their rate schedules by miles, but by zones. 
It is thus possible that the rate will be the same on milk hauled 1lOl 
miles and 120 miles. ; 


4. Topography of Country. Transportation costs per mile are 
usually somewhat higher in mountainous and hilly country than in flat, 
level country. This is due to the fact that more fuel is consumed, 
fuel costs are themselves high, there is more strain on vehicles and 
speed is greatly reduced. The condition of the roads is also important. 
Narrow, winding roads greatly reduce the speed of trucks and to a certain 
extent regulate the type of trucks that can be used. 


5. Vulume of Milk. ‘Wuore dairies are small and scattered, the 
costs of collecting milk are considerably higher than where production 
is more concentrated. Frequent stops to pick up small quantities of 
milk and a long distance between stops materially increase hauling costs. 


Railroads usually charge differcnt rates, depending upon vhether the 
commodity is hauled in carlot or less than carlot units. 


6. Labor Conditions. An important part of hauling costs is 
the expenditure for truck drivers and mechanics. In cities where labor 
is cheap, rates may bé somewhet lower than where wages are high. 


7. Gesoline and Trucks The prices of gasoline, oil, trucks 
and spare parts vary considerably in different parts of the country. 
Thuis may haves a material influence on hauling costs in different local- 
ities. 


8. Control of Hauling. In some markets, all transportation is 
handled by one agency or by not more than two se three azencies. This 
reduces Overlapping of routes to a minimum and should result in lower 
unit operating costs. In other markets, each producer or each distribu- 
tor undertakes to make his own he 4uling arrangements. In such markets, 

a great deal of overlapping may occur: Efficient use is not mdde of 
transportation facilities; and consequently retes will tend to be higher 
than where there is centraliz 20 control Of aud ine. 


The foregoing serves to indicate some of ths factors that affect 
‘the transportation rate structure for milk. 


EK, The price structure as affecte 2d_by the type of sanitation 
regulations. 


some of the factors that must be taken into account in der 
termining how sanitation requirements affect the price struéture for 
milk in different milk sheds and for a particular shed are as follows: 


(1) ‘The sanitation regulations in force in the milk shed. 
sanitation regulations are much more stringsnt in some markets than in 
Others. There is, therefore, no possibility of developing a generally 
applicable cost figure which could be applied to the price structure for 
milk within a particular market and used in the practical determination 
of milk prices within a particular milk shed. 


(2) Ths cost of meeting sanitation regulations, even though 
the regulations are the same in some merkcts as in others, may be wide- 
ly different. Labor and material prices may vary materially between 
different markets, so that, even though the regulatious may be exactly 
the same between particular markets, the cost of meeting the mentary 
regulations may vary materially. i 


(3) In addition, health and sanitation regulations may be 
of such nature as to permit only those producers located relatively near 
the market to qualify as fluid milk producers. For example, the imposition 
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of a regulation requiring that fluid milk shall be delivered to the con- 
sumer within a given number of hours from the time it is praduced would 
automatically set a maximum distance over which milk could be trans- 
ported and might reduce materially the area from which fluid milk could 
be shipped to the market. In this case the price for fluid milk would 
increase until consumption was reduced, or until production within thé 
area was increased, or both, to the point where the market would just 
use the milk produced within the new zone. This, of course, would in- 
crease the price spread between fluid milk’and the product equivalent of 
milk used in other dairy products f,o,b.° the market, and would increase 
the farm prices of fluid milk relative to the farm price of milk used in 
the production of other dairy products. 


Also, sanitation regulations may not increase the costa of meeting 
the sanitatian regulations by the seme amount per unit of product on all 
farmsi Some farms are better equipped than others and hence have smaller 
additional expenditures tq meet requirements. Large dairies can ardinar- 
ily utilize equipment more economically and, therefore, their cost per 
unit for milk houses, cooling equipment and other outlays commonly 
Yeguired by health and sanitation régulations is lower. Such dairies 
have their competitive position improved by the raising of inspection 
requirements end may increase their production. Others may tend to shift 
to cream, or butter production, rather than make the additional outlays. 
necessary. Depending upon these effects on supply, zones from which ‘the 
various products are shipped to the market may be either enlarged or 
reduced by the imposition of or changes in the sanitation regulations. 


While this discussion of the price structure has, been developed 
entirely in terms of transportation costs and costs of meeting health and 
Sanitation requirements, it should be apparent that variations in costs 
resulting from other causes will work out in practically the same manner, 
The important distinction is between the effects on the price structure 
of those costs which very with distaice from merket, as does transporta- 
tion, and costs which are likely to be rather uniform regardless of 
distance from the city. The influence of each of these types upon the 
price structure for milk is illustrated in a general manner by this 
analysis of transportation costs and costs of meeting health and sanita- 
tion regulations. 


Variations between farms, such as those due to available equip- 
ment, type and condition of herds, type of land, labor supply and even 
personal preferences, will partially determine which farmers Will py 
produce milk for the various uses. Also the relative significance of 
these latter factors becomes greater as class differentials become 
smaller near the boundaries of zones. Therefore, their principal effect 
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- fs to cause the boundaries between the areas in which the several classes 
are produced to be less clearly defined than would be ingicated by the 
simplified example-set forth in the analysis’ « 


(4) Also,. there are higher sanitation regulations for fluid milk 
than for cream int some markets. This operates to establish higher 


supply-prices for: milk produced for use as fluid milk than far milk pro- 
duced for use as fluid cream, © ae 


77 “The foregoing serves to indicate in a general way the manner oue 
which sanitation regulations affect the price structure for milk within 
a milk shed, and how differences in the sanitation regulations may affect 
the price structure in different milk sheds. 
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quality requirements - variations in productinn. 


- ape ae pomeeenee ee teen ome 


F.. The price structure; decentralized processing - uniform 


The manner in which the transportatian rate structure and sanite- 
tion regulations affect the price structure for milk within a milk shed 
has been set forth in some detail in the preceding pages. In order to 
approach more nearly the price structure for milk as it actually exists 
‘in many milk markets consideration will-be given to the price structure 
under the conditions that prevail when the assumption that there is no 
variation in production’ is dropped. 


There are marked variations in the production of milk, which are 
perhaps most easily classified on the basis of time periods, such as day 
to day, week to week, year to year, and long time Variations; There ta 
some day $o day variation in production, although this type of variatiun 
is undoubtedly negligible. The seasonal variation that takes place in 
milk production within most milk sheds 6/ is marked, production in the 
fall and winter months usually being much less than production in the 
spring and,summer months. This type of variation is due largely to such 
factors as (1) the greater, supply of succulent feed available during the 
pasture season, (2) time of freshening of cows, (3) inclement weather 
during the winter manths, etc. In seme areas, oP ea variation 
in productian is much mare extreme than in others and even within the 
Same area, production aften shows a more marked seasonal variation in 
some regions than others within the area. 


Year to year changes in production are. due to such factors as 
(1) differences in feed production conditions that are associated gen- 
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‘erally with differences in woather and growing conditions, (2) shifts 
into and nut of the dairy business due to changes in the relative 
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6/ Ross, H. A-, Cornell University, Agri. Exp. Station Bulletin No.5275 
also based on production data secured with respect to the markets 
operating under Federal milk licenses. 

a Based on production data secured with respect to the markets oper- 
ating under Federal milk licenses. 


profitableness of milk production as compared to other types of agricul- 
tural production, (3) other factors. that mey operate intermittently, 
such as the imposition of a sanitary regulation to the effect that all 
milk sold in the market as fluid milk and cream must come from cows free 
from tuberculosis, which may: operate to cause a marked decrease in the 
number of milk cows within the area, reduce production within the area 
quite markedly for a short period, and necessitate a temporary increase 
in thé size of the milk shed. . | . 


Cyclical and long-time changes in production are probably ass)- 
Ciated with long time trends in demand, such as changes in the consuming 
habits of the people, the ebb and flow -of population in urban centers 
and other factors such as changing opportunity cost relationships and 
type of farm organization and operation-which set the limits of expan- 
Sion of production within a given area, ete. i 

Seasonal variation is one of the most important types of varia- 
tion in production. For purposes of presentation, therefore, the 
Manner in which seasonal variation .in production affects the price 
structure for milk within s milk shed-is considered, with al) other 
types of variation in production noted above held constant. -/ 


For most milk markets the. volume of milk sold to consumers as 
fluid milk and cream varies somewhat from season to season, Tut the pro- 
duction of milk varies much more seasonally. .Thus, during the period of 
low production, the production of milk within a milk shed maybe just 
sufficient:tn meet market requirements (an-amount about ten percent in 
excess of average daily sales), while during the season of flush produc- 
tion the volume of milk produced within the.milk shed is usually far in 


excess of market requirements. 


For purposes of presentatinn,, it is assumed that (1) during the 
period sf low production the volume of production within the 100-mile 
zoné (see Figure 5) is equal to market requirements for fluid milk, 
(2) the sanitation regulations are the same for all milk regardless 
of the form in which it is sold, (3) production varies seasonally, 

(4) there is no difference between the seasonal production curves of 
individual producers, and (5) there are no variations in consumption 
Other than daily. Under these conditions, there are several lines of 
procedure which distributors might follow with respect to purchasing 
milk from producers, such as (1) expanding and contracting the area 
from which milk is secured inversely to the expansion and contractien 
of milk production, (2) taxing all the supply of milk produced within 
a given area (wherein the supply during the period ef low producti¢cn 
is just sufficient to meet the market requirements for fluid milk) 
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8/ For ease in presentation, the examples used to explain certain 
points are stated in terms of fluid milk only throughout the 
remainder of this paper. The same treatment is applicable in 
a general way to other dairy products. 
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and paying producers prices .low enough to enable distributors to secure 4 
high enough margin on fluid milk to cover the losses incurred: 1m hana= 
ling manufacturing milk during the period when supplies are larger than 
fluid requirements, or (3) purchasing milk from producers under a price 
arrangement which encourages producers to produce an even volume of milk 
throughout the year. 


If distributors elected to secure their market requirements for 
fluid milk by contracting and expanding the area from which they draw 
their supplies inversely to the seasonal variation in preduction, 
refusing to take the preduction of distant shippers during the season of 
lew production, the zones from which fluid milk would be drawn at differ- 
ent periods of the year would show marked difference from that shown in 
Figure 5. If, during the period »f low production the volume of milk 
preduced in the area within 100 miles of the market were sufficient to 
meet fluid requirements, the volume. of milk produced within this zone 
weuld be far in excess of fluid requirements during the period of heavy 
production. For example, if the volume of milk produced during the 
peak production period were 40 percent above that produced in the lew 
production peried, the milk shed would be markedly contracted, avout 40 
percent in area if the density ef production were constant throughout 
the area, but more than this if, as is.often the case, the density of 
milk production declines as repenne from market increases. 


Assuming that the price of milk ee the. low preduction period 
were $2.05 f.o.b. city, and the farm price structure the same as that 
indicated in Figure 5, the f.o.b. market price during the period of 
high production would be less than the f.o.b. market price during the 
season of law production by an amount equal to the saving in trans- 
portatinn costs involved in securing the supply of milk closer to the 
market during the flush’ period, and would vary between these limits 
during the year, depending upon the extent of the area wherein the vol- 
ume produced was needed to meet fluid requirements. The farm prices 
would vary in the same manner, being equal tn f.o.b. market prices less 
the cost of transporting milk to the city. 


There are several factors, however, that operate to cause dis- 
tributors to sécure their milk from the same .area throughout the 
year, rather than expanding and contracting the geographical scope 
of their operations to secure only that milk needed to meet fluid 
milk requirements. It is a matter of grave concern:to the distributor 
that he be assured of a volume of milk sufficient to meet his market 
needs. Therefore, the risk involved in dropping a source cf supply 
during the season of flush production, when it is practically certain 
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that that source will be needed during the season of low.production, bs: 
a factor operating to check such action, since the distributor can 

never be’ certain that some competitor will not immediately furnish the 
shippers he dropped with an outlet for their milk, thereby forcing him 


to seek even more distant sources of supply during the season of low 
production. es As 


Another factor of “importance in this connection is that related 


to the casts of procuring milk from a rather coustant area, as compared 


to the cost of’ procuring milk from an area that varies markedly through- 
out the year both-in geographical extent, and the number of individual 
sources of the raw material. It undoubtedly costs less to procure milk 
from an area that stays rather constant with respect to geographical 
extent and number of producers, than from an area that varies markedly 
throughout the year in geographical extent and number of producers. 

Some of the savings are: (1) there are fewer field men needed tc con- 
tact producers and secure their patronage, (2) bookkeeping and office 
expense is lower due to the fewer number of producers fer whom accounts 
must be kept, statements must be prepared, and to whom payments must be 
made, (3) fewer laboratory tests have to be made, resulting in savings 
in laboratory technician labor costs, laboratory supplies, etc., (4) 
fewer individual containers have to be handled, involving savings in 
receiving labor, can washing, and sampling, and (5) there is less cost 
involved in furnishing various services to producers. It appears, 
then, that distributors can afford to pay producers a premium for even- 
ness of production, so that they may, through the payment of such 
premium, secure the volume of milk needed by them to meet their fluid 
milk requirements from an area smaller in extent geographically, and in 
numbers of individual sources of supply, rather than securing their 
supply from an area that -contracts and expands markedly as production 
decreases and increases seasonally. The amount of the premium distrib- 
uters can afford to pay in this connection is the difference in the 
costs of precuring their milk supply from an area that remains practi- 
cally constant in geographical extent and in number of individual 
sources of supply, and the cost of procuring milk from an area that 
varies markedly in geographical extent and the number of producers 

from whom milk is purchased. 


There is another factor that exerts a tendency to cause the dis- 
tributor to pay producers a premium for evenness in preduction. It has 
been pointed out previously that a volume of milk perhaps 10 percent in 
excess of average daily sales must be brought t> market to meet daily 
variations in the volume of milk sold to consumers as fluid milk. In 
order +9 handle this volume of excess milk, which might be termed the 
daily operating reserve, the:distributor has te integrate a by-product 
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enterprise with thé main enterprise, »r find some other channel of dis- 

posal. Howéver, as far as this operating reserve is concerned, it is 

of such constant volume®/ that efficient methods of disposal as manu- 

factured preducts can be develeped. It is the marked variation in the 

seasonal excess and the difficulty cf handling it sfficiently that is . 
en important factor in leading distributors to endeavor to secure 4 
more even volume ef supplies. This arises because more efficient 
methods of handling the excess can be develcped when the supply is con- 
stant than when it varies markedly. Thus, during the seasen of flush a 
productien the distributer has to convert te other uses, cr someone 

else does it in his stead, a volume of milk that méy Fe several times 

as great as the velume so converted during the season ef Low producticn. 

This may be demonstrated: ty reference to some assumed figures, as 

follows: 


1. The volume of milk sold daily as fluid milk throughout the 
year is 10,000 pounds, = 


2. The volume of milk brought to market is 11,000 pounds (10 
percent of average daily sales needed to meet daily variations in fluid i 
milk sales) in the season of low production and 14,000 pounds during 
the season of flush production. 


The volume of milk that is diverted to'uses other thah fluid 
milk is therefore 1,f00 pounds per day during the season of Low produc- 
tion and is 4,000 pounds per day during the flush period, of 6,000 
pounds greater than during the lew peried. This is entirely a seasonal 
excess (3,C0O pounds of the 4,C00) and represents an increasé in the 
output of products other than fluid milk of 300 percent. Of course, 
under actual conditions, the increase in the volume of milk diverted te 
uses ether than fluid during the flush seasen will be dependent upon 
the actuel seasonal variatien in production, which will, in Seme cases, 
be greater, and in other cases less, than indicated in the above 
exampls. 


The seasonal excess in productien therefore raises serious 
questions as to how it may be handled efficiently. It tndoubtedly 
costs far more te handle a velume ef excess milk that fluctuates 
markedly from season to season, as does a seasonal excess; than it * 
cests to handle a volume of excess milk that remains rathér constant 
from season to season, This is due to the fact that equipment, and 
in many cases labor, must be available to handle a peak load fer in . 
excess of the load during the peried of lew preduction when only a A 
small velume of milk) equal to about 10 percent of average daily sales, 
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e/ sssumed, but practically all available data indicaté: that it is 
actually quite constant, 


is converted to uses other than fluid milk. The distributor, therefore, 
can afford to pay a premium for evenness *f production in additicn to 
that already noted, the size of the premium being approximately equal 
to the difference in costs involved in handling a constant volume of 
excess (the operating reserve) as compared to handling a widely fiuc- 
tuating volume of excess milk (the seasonal excess). 


The foregoing indicates that distributors are able to pay a 
premium for evenness in production. It appears thet it would be a 
metter of indifference to distributors whether they paid a given sum 
of money, including premiums for evenness of supply, to secure a par- 
ticuler volume ef milk, or paid a sum of money about equal to the former 
for a similar volume ef milk, the latter sum, however, being paid partly 
to producers delivering an uneven volume of milk, and partly for extra 
costs involved in procuring milk from an irregular area. In the former 
case, the farmer gets a higher percentage of the total velume of money 
expended for milk purchases and operating costs by the distributor than 
in the latter case, but total costs to the distrihutor remain abcut the 
same. It is probable that it is a matter of indifference to distribu- 
tors whether they pay out a given sum of money in the one manner or the 
ether. If distributors elect to secure their milk supply withcut pay- 
ing producers a premium for evenness in production, it is evident that 
the seasonal variation in producers! prices would be quite marked. 


Tt is, obviously, more econcmical to secure milk that is to be 
sold as fluid milk frem sources near the market and to process the 
seasonal excess into milk products cther than fluid milk at points 
outside the area wherein production is just necessary to meet fluid 
requirements, since the cost of transporting the fluid milk equivalent 
of manufactured dairy products from any given point is much greater 
than transporting such products to market in finished form. . Of course, 
the extent of the saving will depend upon the size of the area and the 
like. Thus, during the period of flush preduction, fluid milk would 
be drawn from a point much nearer to market (depending upon the 
seasonality in production and relative density ef production through- 
out the area) than during tho seasen of low preductien. F.o.b. market 
prices for fluid milk during the year would vary directly with differ- 
ences in costs of transporting milk from different points within the 
area. (hus, 12 milkyis transported only 50. miles during the flush 
period and 100 miles during the low peried, f.o.b. market prices, 
assuming transportation costs of 1 cent per hundredweight per mile, 
would very within a 50-cent range during the year, heing 50 cents 
higher during the period of lew production than in the peried of high 
production. Farm prices would vary in the same manner, being equal 
te f.o.b. market prices less transportatien costs. 
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If, however, milk is brought’ to the market in fluid form and is 
then diverted to more concentrated forms such as cream, evaporated 
milk and butter, the product equivslent of such.milk will sell at 
prices f.o.b. the market equal to the price at which the product can 
be shipped to the market from distant areas. Thus, if the butter 
equivalent of milk can be brought to the market from distant sources 
for $1.00 f.o.b. the market (farm price plus transportation costs on 
the butter equivalent of 100 pounds of milk), the butter equivalent of 
milk brought to the city in fluid form will sell for only 341.00 f.0.b. 
the merket. The farm price of such milk would be materially less than 
51.0C per hundredweight. For example, if milk is shipped 50 miles and 
transportation costs are 1 cent per hundredweight per mile, the, cost 
of transporting a nundredweight of such milk is 50 cents. If the 
product equivalent ef such milk sells for “1.0C f.o.b. the market, 
then the farm price of such milk would. be DO cents. Of course, if 
such milk is shipped any great distance as fluid milk, the product 
equivalent f.o.b. the market may not sell for enough to more than 
ecver transportation costs from the farm to the market. Therefore, ie 
milk is shipped to the market in fluid form for any appreciable dis- 
tance and then converted to more concentrated products, farm prices 
for fluid milk are decreased appreciably. Under these conditicns the 
seasonal variation of prices paid producers would be much more pro- 
hounced than that obtaining under the conditions treated previously. 


Ge The price structure, decentralized processing, special qual- 


ity requirements for fluid milk — variations in production. 


The seasonal variation in prices to producers would be even 
more marked than under the conditions treated previously if there were 
higher quality requirements for milk produeed for use as fluid milk 
than for milk produced for use in sther products. 


This can be demonstrated quite readily by reference to the 
following example wherein it is assumed that (1) distributors bring to 
the market only that milk needed to meet their fluid requirements, 
Which are assumed to be constalit; (2) the area from which the fluid 
milk is drawn is eontracted and expatided inversely to the seasonal 
Veriation in production; (3) distributors contract with producers to 
take their inilk only'fer the periods wherein it is needed (obviously, 
under this sort of an arrangement the milk of some producers would 
ke used as fluid milk all of the time while that Af others would be 
so used at only certain specified seasons in the year); (4) the eost 


of mecting sanitation requirements, if all milk were sold as fluid 
milk during the year, would be 20 cents per hundredweight per pro- 
ducer; (5) the alternative farm value of milk sold for any other pur- 
pose is $1.00 per hundredweight; (6) transportation costs vary uniform- 
ly with distance, at one cent per hundredweight per mile; (7) during 
the season vhen the milk of producers in outlying areas is not needed 
for fluid milk uses, there are plants available for manufacturing it 
into other dairy products. 


Under these circumstances the total yearly cost of meeting 
fluid milk requirements for outlying producers, or, rather, for those 
producers who sell their milk as fluid milk for a short period during 
the year, would have to be covered in a much higher farm pricy for 
the months during which they sell their milk as fluid milk. Under 
these assumptions, a producer selling his milk as fluid milk during 
the entire year would incur only 20 cents per hundredweight addition- 
al expense for meeting sanitation regulations. On the other hand, the 
producers who sold milk as fluid milk one month of the year would incur 
equal expenses over the entire year, or approximately twelve times as 
great per unit for the month during which such milk is sold as fluid 
milk. Thus, during the season of low production the farm price must 
bo sufficient to cover, during one month, the entire cost of meeting 
ganitation regulations for.the entire year, which, in the assumed case, 
vould amount to approxinately #2.40 per hundredweight above the alteorna- * 
tive use value for milk at the farm. ‘The operation of this factor is 
depicted graphically in’ Fisure 8. 


Under these assumptions the f.o.b. city price (farm price plus 
transportation costs) ranges from 2.20 per hundredweight during the 
month of high production to ¥4.95 per nundredweight during the month of 
low production. if, as assumed, Gistributors purchase a uniform quantity 
of milk per month, the weighted averauze price would be approximately 
#2,90 per hundredweight. If, however, production within the area within 
100 miles of ‘the market (see Figure 8) were uniform from month ‘to month 
at a level equal to production during the month of high production 
obtaining in the example set forth above, the f.o.b. market price through- 
out the year would be #2.20 per hundredweight as compared to the weighted 
average price of $2.90 per hundredweight prevailing under the conditions 
as set forth in the previous example. If, therefore, the distributor 


nna” 


ee 


ees 


10/ Of course, part of the expenses of producing milk in conformance 
with the sanitation regulations is fixed, and part of them is vari- 
able. This introduces an additional complexity, and probably oper- 
ates to change the seasonal price curve from that set forth in this 
analysis. However, it does not appear necessary to develop this 
point further for the purposes of this paper. 
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could procure his milk supply from producers who produce a constant 
volume of milk throughout the year, it is to his best interest to do so, 
since he could secure his milk supply for less total cost then would be 
the case otherwise. ia} ; 


It should be noted that the marked seasonal variation in prices, 
which in any particular market would be different from that set forth 
above, depending upon the degree to which conditions in the market and 
the supply area vary from those assumed in the example, would in time 
be partially corrected by producers within the area changing their sea- 
sonal output curves in order to sell a larger volume of milk during the 
period when prices are seasonally high. However, it would be greatly 
to the advantage of some producers to shift their seasonal cutput 
curves, and little if any to others, depending upon the type of farm 
organization and operation followed by cach. 


It has already been indicated that distributors can afford to pay 
producers in such a manner that evenness in production is encouraged, 
due to the economies in procurement costs in securing milk from an area 
that is rather constant geographically and in number of individual 
sources of supply rather than an area that varies markedly in geograph- 
ical extent and in the number of individual sources of supply. Also, 
it has been indicated thet the economies involved in handling a minimum 
and rather constant volume of excess milk furnish an incentive for dis- 
tributors to pay producers in such a manner that evenness in production 
is encouraged, in addition to the incentive noted above. 


Heretofore it has been assumed, for purposes of analysis, that 
there is no difference between the seasonal production curves of in- 
dividual producers. This assumption is now discarded and the analysis 
focused upon conditions more nearly in accordance with those that pre- 
vail in actual markets. It is well recognized that there are marked 
differences between the seasonal production curves of different groups 
of producers as well as individual producers. 18 Thus, in any parti- 
cular milk market there are many producers who produce milk practically 
in accordance with fluid milk needs, while others do not. 


ll/ For purposes of presentation and emphasis, this example has been 
exaggerated. ; 

12/ Lininger, F. F., Pennsylvania State College, Agricultural Experiment 
Station Bulletin No. 231, also based on unpublished data in the files 
4f the Dairy Section. 
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A brief consideration of the types of distributors and pro- 
cessors operating within any particular milk shed will now be given 
in order tn bring.into the analysis the conditions which, taken in 
conjunction with those set forth in the two preceding paragraphs and 
in Part III of this paper, suffice to explain why milk suitable for 
consumption as fluid milk is brought to market, one part of which 
Sells for one price, another part for another, etc., in short, the 
development of a system of class prices, 


In almost any milk market (except as is the case in those small 
villages and towns where practically all of the milk is distributed 

by producers) where the economy of the market has developed to the 
point that distributors have become specialized, different degrees 

of specialization obtain between distributors. Some distributors 

sell only fluid milk and/or cream, others sell only fluid milk and/or 
cream and a relatively small volume of manufactured by-products (butter, 
cheese, ice cream, etc.) and still others sell some fluid milk and cream 
and sell a relatively large volume of manufactured dairy products. 
Within the same area, other processors produce and sell manufactured 
dairy products entirely. In other words, all degrees of enterprise 
combinations are to be found, ranging from the highly specialized 

fluid milk distributor to the relatively as highly specialized manu-~ 
facturer of manufactured dairy products, The reason for such special- 
ization is, obviously, that the economies in organization and opera- 
tion gained through specialization are quite marked. This point needs 
no further proof than that evident to anyone who observes the present 
organization and operation of industry, both agricultural and xron-agri- 


Cultural. 


Under the above conditions, it may appear that it is to the in 
terest of all fluid milk distributors and all processors of manufactured 
dairy products within a particular area to pay producers in such a manner 
that evenness in production is encouraged rather than for specialized 
fluid milk distributors to do this alone, This is true to a certain ex- 
tent. However, milk is bulky and perishable and the storage of milk is 
not economically feasible. On the other hand, manufactured dairy prod- 
ucts can be and are stored for relatively long intervals. Thus, manu- 
factured dairy products are produced in largest volume during the spring 
and summer months and sre stored until they are moved into consumption. 
This tends to even out the seasonal variation in the prices of manu- 
factured dairy products. Under these conditions the premium that could 
be paid producers of milk for use in manufactured dairy products to en- 
Courage evenness in supply would be equal to the cost of storage from 
the flush production period until the product moves into consumption and 
the savings realized in manufacturing costs when the volume of product - 
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produced throughout the year is constant rather, than varying. In 
addition, the supply areas of individual manufacturing plants are, 

in most. cases, much smaller than the supply areas of individual 

fluid milk plants so.that transportation costs do not affect farm 
prices seasonally to as. great an extent as is the case with fluid 
milk. Also, there arc, in many cases, few sanitation requirements 
with respect to the production, care and handling of milk produced 
for use in the production of manufactured dairy products; and, in 
those cases where there are sanitation requirements with respect to 
such milk, they are rarely, if ever, of such nature that farm pro- 
duction costs are increased markedly, Thus, sanitation requirements 
for milk produced for use in the production of manufactured products 
do not operate to increase the seasonal variation in the price. of 
such milk. to any appreciable degree, certainly, in any casc, to a 
much lesser extent than in the csse of milk produced for use as fluid 
milk... These considerations suffice to explain in a large measure why 


. pricing systems pointed to encouraging evenness in production have 


not developed with respect to milk produced for use in the production 
of manufactured dairy products. 


In view of the foregoing, it appears that there is a wide 
range in the incentive of different types of distributors to pay pro- 
ducers in a manner that encourages evenness in production. For spe- 
cialized fluid milk distributors this incentive is quite strong and 
diminishes in strength in relation to the diminution in the degree 
specialization of distributors until, in the case of manufacturers 
manufactured dairy products, there is little incentive to purchase 
milk from producers for evenness so that cvenness in production is 
encouraged. Under these conditions fluid milk distributors vill com- 
pete with each other to secure the patronage of those producers who 
produce a rather constant volume of milk throughout the year so that 
these producers become associated with specialized fluid milk dis- 
tributors. Further, producers who produce a more variable volume 
of milk will become asceciated with less specialized distributors. 
Stated in other terms, when producers are classified on the basis 
ef their relative seasonality of production, they will tend to be- 
come directly associated with distributors in accordance with the 
relation between the relative constancy of production of different 
classes of producers and the relative strength of the incentive of 
different classes of distributors to secure an even volume of sup- 
ply of the raw material. Thus, within a milk shed different pro- 
ducers will receive different prices for milk, such differences, 
after adjustments for location differences, being due to relative 
differences in the seasonal variation of production of different 
producers. Under these circumstances and providing economic forces 
have time to work out their full effects, producers who produce a 
relatively constant volume of milk througheut the year will receive 


of 
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higher prices than those producers who produce a relatively more 
variable volume of milk throughout the year. Furthermore, the 
producers who produce a relatively constant volume of milk through- 
out the year will tend to'be associated with highly specialized 
fluid milk distributors (highly specialized in the sense that 

the operating unit is engaged almost entirely in the distribution 
of fluid milk), while those who produce a relatively more variable 
quantity will be associated with distributors who are less highly 
specialized (in the sense noted above). 


Heretofore, no seasonal variation in consumption of fluid 
milk has been assumed. The next step in the analysis is to examine 
how (1) various factors eperate to establish retail prices for fluid 
milk at a practically uniform level throughout the year and, with 
small scasonal variation in demand, lead to the development of the 
seasonal excess, and (2) the manner in which the bargaining arrange— 
ments between producers and distributors affect the price structure 
for milk within a milk shed. 


PART III 


The Utilization of Milk in a Market as Influenced 
by the 
Nature of the Demand for Milk. 


Heretofore the analysis has been developed on the assumption that 
there were no variations in the amount of milk sold as fluid milk in the 
market from day to day and season to season, hence, granting seasonal 
variation in production, it followed that, during the period of the year 
when production exceeded consumption, a portion of the milk produced for 
use as fluid milk in a particular area had to be diverted to uses other 
than, fluid milk, This assumption is now dropped, and the analysis is 
focussed upon the determination of (1) whether there are variations in 
the volume of milk sold in the market from day to day and season to 
season, (2) the factors that account for such variations, if any, and 
(3) whether such variations are or normally may be expected to be of 
sufficient amplitude to keep the total volume of milk sold as fluid milk 
in the market equal to the volume of milk produced for use as fluid milk 
in the area supplying the market. <A solution of the problems noted 
above is to be found largely in a consideration of the nature of the de- 
mand for fluid milk and the manner in which milk is distributed to con- 
Sumerss 


When considered in light of the usual supply and demand. analysis 
of the factors affecting the price of any particular commodity, it might 
be expected that retail milk prices to consumers would be adjusted or 
changed from day to day and week to week as changes took place in the 
supply and demand situation. Stated differently, if, on a particular 
day of the week or during any particular week, milk supplies increased or 
decreased, it might be expected that retail milk prices (assuming no 
change in demand) would vary inversely to the changes in supplies, 
especially in view of the fact that milk is a highly perishable product 
and cannot be stored advantageously. 


As far as actual supply and demand conditions are concerned, there 
are relatively large day to day variations in demand iS/ and relatively 
small day to day variations in supply. Under these circumstances, it 
might appear that there would be marked variation in the retail price of 
milk from day to day. However, it is probable that this pricing proced- 
ure would necessitate a type of market organization or mechanism whereby 
buyers and sellers would meet, or through which buyers' day to day demand 
schedules and sellers! day to day schedules of reservation prices would 


13/ This point is developed in more detail later, 
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be made know and would operate to adjust prices in accordance with the 
day to day supply and demand Situation. This type of market organiza- 
tion or mechanism would be somewhat alalogous to the present produce 
exchanges. However, such procedure would be markedly different from 

the present procedure through which day to day retail prices not only of 
milk but of many other products are established. 


Milk is generally distributed to consumers early in the morning, 
and numerous milk routes are necessary in order that customers be 
reached. A driver on a milk wagon cannot ascertain what the demand for 
milk will be on his route until he has completed deliveries, Thus, as a 
practical matter, it is impossible for him to adjust his prices. in 
accordance with the demand Situation as he finds it. The same consider-- 
ations apply to the distributive enterprise as - whole. If the demand 
schedules of consumers on each milk route, and the ageregate demand 
schedules of consumers purchrsing from each distributor and for the mar- 
ket as a whole, were known and accurately predictable from day to day, 
then the dealer could (in theory) quote prices each day on the basis of 
day to day chenges in the day to day supply and demand situation. As a 
practical matter this procedure would be extremely unworkable. The 
highly technical nature of the annlysis that would be necessary if such 
procedure were to be followed, the cost of such precise analysis (which 
would probably have to be detailed cnough to allow the determination 
and forecasting of the demand schedules on many, if not all, milk 
routes), and the partially indeterminate nature of the results secured 
would preclude following the procedure outlined. The only practical 
procedure is for the distributor to quote prices for a longer period of 
time, rether than to quote prices deily, This is the procedure dis- 
tributors actually follow and, under these circumstances, day to day 
variations in the demand for fluid milk (day to day variation in 
supplies Thee negligible) are manifest in variations in day to day 
purchases by consumers at e constant price, rather than being manifest 
in day to day variations in price. 


It may appeer, when weekly snd monthly periods are considered, 
that retail prices would change in response to weekly and monthly 
changes in the supply and demand situntion. However, retail prices 
remain constant for relatively long periods. (See Table Le). ihe 
feasons for retail prices remaining constant for relatively long 
periods of time, rather than being reduced so that the sensonal 
increase in the volume of milk produced for use as fluid milk which 
takes place during the summer months in most milk merket supply areas 
is moved into consumption as fluid milk, will now be+examined. The 
explanation of practically constant retail prices of fluid mu Sebo 
be found mainly in the nature of consumer's response to changes in 
prices and, arising mainly therefrom, the sales and price policy 
followed by distributors, 


14/ This is not to say that supplies do not chnnge from day to day, 
Since there is n trend in daily supplies thet is scasonnal in 
character. However, this trend is small when considered on a 
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Table 2- Number of periods during which 
retail price of milk remained 
unchanged for e year or more 
in principal milk marxets. 


. Percentage which 
Period during which price remained unchanged: the period dur- 
kak ile eee Lek ae epee which price 
Si epee Mamba ey iy lB eo 88 
Market Wi Sa Be iPS S6u: B7—40e5.2) Over 49.5 Peniod ssatant for 4 
months: months: months : months : years :year or more is 
: : : covered :of total months 
:in entire period 
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-Based on data seoured from reports of the Suraad of Labor Statistics, United 


States Department of Labor. 


Statistical investigations hnve in general indicated thet the 
demand for fluid milk by consumers is very inelastic; that is, that 
the change in the quantities of milk taken, following increases or 15/ 
decreases in price, is relatively very small. Two published studies 
for the Chiengo and New York markets indicste that, during the period 
covered by the studies, when consumers recognized the necessity for 
changes in the reteil price of milk, one cent change in the retail 
price of milk per quart herd - very slight immediate effect on sales 
and this effect was considersbly diminished after five or six weeks. 


Evidence relative to the influence of price changes upon milk 
sales has been obtained from an examination of the milk sales by dis- 
tributors purchasing from cooperative associstions in Brltimore, Mary- 
land, Boston, Massrchusetts, and the Twin Cities, Minnesota. In these 
cities the coopsrativo associations herve a considerable share of the 
business of the market and changes in their sales re no doubt repre- 
sentative of the market as 1 whole. These datr were anelyzed by com 
paring the salss in the cralendir month preceding the price change with 
the sales in the calendar month following the price change, 6/ after 
adjusting for the influence of the averuge seasonal variation in sales. 
Indexes of seasonal varistion were celeulated by the median-Link- 
relative method, omitting the months in which price changes occurred. 
The compared months have been adjusted by dividing ezch by its corrc- 
sponding seasonal index. The results of the analysis sre given in 
fables 2 to 4. 


Examination of the datr shows that usually a change in price 
results in an opposite but much smaller change in sales. In Boston, 
there were fifteen price chenges (sight decrenses and seven increases) 
during the period March 1922 to September 1931; in Baltimore there 
were only two changes, one decrease end one inersease; and in the-Twin 
Cities market there were seven decrenses and three increases. Changes 
in sales in Boston were directly associated with changes in prices in 
four cases instead of being inversely associated ss would be the case 
if other conditions remained the same. These four exceptions 
followed price changes occurring in July 1927, April 1928, July 1929 
and August 1931; and there were four exceptions in the Twin Cities 
market in March 1926, November 1927, January 19%1 and March 1932. 


J 


13/ Foss, H. A, The Marketing of Milk in the Ghie-go Daisy District, 
tll. Agr. Exp. Sta..Bull., 269, pp. 9035-510, 1925, 
Ross, H. A. Some Factors Affecting tho Demand for Milk and Cream 
in the Metropolitan Ares of New York. U. S. Dept... of Agri “Teen. 
Bull. 73, pp. 44-47, 1928, 


1s/ in some cases prices chrnized each month for two or more consecu- 
tive months. In these esses, the sales in the calendar month 
preceding the price change were compared to the exlendsr month 
following the last month in the series of consecutive monthly 
price chenges, 
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Table 3. 
Month : (30-day m 
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Ly 600 zal 


Sales 
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Changes in sales of fluid milk 
following changes in retail prices, 


Baltimore, 
to May 1931, 


onth: 
es 
lons: 
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September 1926 : 1,544 


No 


Percent, change 


March 1931 


members ees 2 | 2,829 


1,431 


eo ee of 


May 1931 < * Yae2 


Percent change : 


Ab 


solute aver- ; 


age pe 


colnet 


percent : 
change 2), 3 


Table 18 Appendix. 
Table 17 Appendix. 


inclusive. 
~ Index of 

ORE eee 
Percent 21,000 gals: 

100.5 a 1,536 

101.0 1,495 

ae, 

100.2 1,428 

101.4 1,442 

Meo 

> Oat.8 


Computed from Columns 1 and <2. 
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Maryland, September 1926 


-Seasonally: Retail 


ee e0 ce 


prices 


: per quart 


Gents 
13 
14 

+727 
14 
bbe) 


~14.3 


4/ 


Represents average of Parcen tae changes without regard to signsSe 


Table 4. Changes in sales of fluid milk following 
; changes in retail prices, Boston, Massa- 
chusetts, March 1922 to September 1931. 


; Salés ; ated 4 
Monee : (SO0-day sIndex of :Seasonally :Retail prices, 
ilo ; 
smonth ;seasonal :ad justed sper quart 
Haare We ae anne, :sales 3/ ; we 4/ 
:>Mill. 1lbs.: Poercent ©" svi lose: Cents 
Merch 192 mn BE0 aes SP Fe ree : Here. 
May 1922 : 2208 : Seen (2 Le09 as 12.0 
Percent change : +247 : - 74 
June 1922 COM gMG waeer (TODS Gtr ame OO ar : v7.5 
August 1922 Me ore cS oor ass 22.2 : 13.5 
Percent change : : : -4,.3 + 8,0 
March 1923 | BE Oh 98.6 a ae Jane 
May 1923 ts ee 6 99.5 Owe, : TaD 
Percent change : 4 : +1.7 : —- 6-6 
June 1923 : 2565 : 102.8 : 24.9 ‘ 1365 
September 1923 ‘: 23.2 : 100.5 cree af 14,5 
Percent change : : : -7.2 : + 7.4 
October 1923 : Bo 6 : 100.4 : Roe $ 14.5 
May 1924 : hoes : 99.5 ; 2009 : 12 
Percent change : : ; +7 7 4 ~-17.2 
June 1924 sree ots merGie ie take 12 
Oct ober 1924 3 el 5 100.4 ¥ 24.0 ‘ Ie 
Percent change : : : ~“5.9 : +20.8 
February 1925 : 24.6 ‘ 97.6 ¢ ho. ¢ 14.5 
April 1925 ; 25.2 : G7.2 : 25.9 13.5 
Percent change : : +2.8 . -~ 6.9 
April 1925 ; 25.8 : Oe ake : B69 : bed 
June 1925 : 26.0 : LOZ.8 ; 27 ee : 13 
Percent change : : : +50 : ~ 3.7 
June 1925 : 28 oQ : 102.8 : Bian ¢ 13 
September 1925 : Boat $ TOO. 3 Boe 14.5 
Percent change : : ‘5 =e . +126 


- 
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Table 4. (Continued) 


*PrSales : ; A 
teers : (30-day :Index of ‘Sersonally :Retail prices, 
i smonth ee ee ey) sper es 
:basis) svariction :sales ; 
:>Mill. 1bs.: Percent :Mill. lbs. : Cents 


October 1926 : 28.4 : OO se : 28.3 $ MEETS: 
February 1927 : Airy : 97.6 : Zoeo : 14 


Percent change : : : 40.7 ~- 3e4 
June 1927 : 2920 : 102.8 : 28e8 ; 14 
Maren 1ocs : E9a0 : 98.5 : 2929 ; ibayes, 

Percent change : : : +620 : +10.7 
March 1928 : 29.5 : 98.6 ; 2909 : 15-9 
May 1928 : 2900 2 99,0 $ 29.6 14,0 

Percent change : : : -1.0 : - 6.09 


June 1928 : 29.9 a 102.8 
September 1928 : 29 04 : elieys 
Percent change : : : +0. 
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November 1930 : 29eL : 
March 1931 : Denes : 98.6 O06 6 i Lee 


Percent change : | +529 : ~19.4 
gue? LIGL : here : 106.8 : 2926 : 12.49 
September 19351 : CO ek : 109.5 : 30.0 ; Toe. 

Percent change : : : 41.3 : + 8.0 
Aversge percents : : : ; 

age change YY : : : -5.8 : +11.9 
Average percent : : : - 

age change 6/ : : : +528 ; - 9.5 
Absolute avernee ; 4 

percentage ; : 

chnnge 2 : : : 4.5 : pls eee 


Toble 20 Appendix. 

Table 17 Appendixe 
Computed from 1/ and ahs 
Table 21 Appendix. 
Represents averuge of percentage increases in price thet were asso~- 
einted with percentzge dccrenses in sales. 

Represents average af percentage decrenses in price thet were ssso~ 
ciated with percent:ge increrses in sles. 

Represents average of percent*ge chenges in price or in sales, without 
regard to signs, th.t were associated with opposite chinges in sales 
Or un price. 
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Table 5. Changes in sales of fluid milk following changes 
in retail prices, Twin Cities, Minnesota, March 
1924 to August 1952. 


® 
aaa Sales ; Index of ; Seasonally : Retail 
Month and year : Re eae : séasonal 2/' is re : prices 4/ 
: basis =/ =: variation — sales =“: per quart 
an ; Thousand pounds: Percent ‘Thousand pounds: Cents a 
March, 1924 : Is Le : 101.4 - Se ees ° dee 
May, 1924 . iy ie 72e : 99,5 : eae AES, ‘ BGs Me 
Percent change ‘ ; ie: Ts ONS, ‘ = 16.6 . 
wuly, 1924 : Hi at = 98.0 H Vo, 2 ko : 10 
September, 1924 : it? ee m LOO 0 Bis 176 ; a 
Percent change : : : ~ 2.8 : + 10.0 
August, 1925 : 125570 : 99.1 : Leveoas se: in 
October, 1925 : 12,492 Sa LOS. : Le, oyu iN 
Percent change : Ris : - 569 : + Ooh 
December, 1925 : 11,861 ; 98.0 : Le ae : Te 0 
March, 1926 : a 101.4 2 Ler ; 11 a 
Percent change ‘ 23 é - 022 ; - 8.3 45 
fugust, 1927 : cee Adel : 99.1 : 12,221 : Eas 
Wevenber, Wey: 's! isy6de 1) “Loe : 12,397: 12s . 
Pereent change ; wis : 4+ 1.4 H + 9.1 
December, 1929 : Lee. YA 98.0 ; LS eau : Le 
February, 1930 : Te ee es LOL. ; Lo fea? : om 
Percent change : i : + 1.4 : - 8.3 
October, 1930 : 13,5435 : 102.0 Agee le : Aus 
January, 1931 : 12961 ; 98.8 : Los : 10 
Percent change P A ; ae ty : - QL 
November, 1951 : 12,724 : AG RAY : Lee : 10 
January, 1932 : ag Oe aes 98.8 : tio od. 4 9.9 
Percent change : : : - 1.3 : =~ Oe) 
January, 1932 : 225208 ; 98.8 ‘ Liesl ae: 9.5 
March, 1932 : 12,543 :: 101.4 : Le coe ; 8.5 . 
Percent change A : : + 0.1L - ~ 10.5 
June, 1932 : 12,534 4 98.1 : kay ete : 8.5 
August, 1932 : eee Ld ; 99.1 : 12,832 : 8 
Percent change ; : : + 0.4 : -~ 6.9 
Average percentage: 3 : : 
change 5 : : -~ 3d ‘ + 9.8 . 
Average percentage: ; : : ‘ 
change 6 : : + 2.0 ; - 9,5 
Absolute average : : : : Pan 
percentage ; : : : 6 
change 7 : ; ‘ 2.4 : 9.5 


. Table 22, Appendix. 
2/ Table 17, Appendix. 
mat Computed from columns 1 and 2. 
4/ ~“Pable 23, Appendix. 
3) Represents average of percentage increases in price that were associated 
with percentage decreases in sales. 
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These unusunl cases occur in periods when business conditions were 
changing rapidly and appear to be adequately expleined by changes in 
these conditions. 


Data contairicd in the reports of the Market Administratorsfor 
the various markets operating under Fedsral licenses also provide 
some indication of the consumer response to price changes in these 
markets. Only those markets where Class I milk was defined as whole 
milk, sold or distributed for consumption as whole milk, and where 
the size of the sales area hns remained constant are considered. 
These datn have been received for such a short period that it was im- 
possible to compute a satisfactory index of seasonal variation and 
adjust sales for seasonal variation, except where other sales data 
from the same market where available for earlier periods. 


The results of this latter study must be interpreted with some 
caution since there are other factors than price which influence 
sales. Sudden chenges in tempernture influence the volume of milk 
sold. There is a seasonel variation in totel fluid sles, which is 
in part influenced by the vacation movement, and this in turn “1s 
affected by the prosperity of the community. Moreover, ina period of 
several months in recent years business conditions and consumer in- 
comes have changed materially. These considerations limit somewhat 
the significance of the results of the study, It is important to note, 
however, that the results supplement the results obtained in the other 
studies, showing that changes in price are associated with changes in 
fluid milk sales, and that the changes in prices are relatively much 
greater than the changes in sales. The data are shown in Table 5 and 
indicate that an average change of 3.4 percent in sales is associated 
with an average opposite change of 12.3 percent in price. 


It appears from the foregoing that the demand for milk is high- 
ly inelastic, especially when retail price changes are relatively 
small. When price changes are relatively large, it is probable that 
the change in consumption may be somewhat greater than when the changes 
in the retail price are relatively small, although the change in sales 
is probably less than directly proportional to the change in price, 
although the data that are available relative to this point ere incon- 
Bisive, 20) Stated differently, while the demand for milk is less 
inelastic when large, rather than small, price changes are considered, 
the coefficient of elasticity of demand still appears to be considor- 
ably less than unity. 


ec 


17/° Sec also Ross, H. A., Some Factors Affocting the Demand for Milk 
and Cream in the Metropolitan Ares of New York, Technical 


Bulletin No. 73, U. S. Department of Agriculture. 
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Table 6. Summary of changes in sales and in prices 
in specified cities. 


» 
——yFstimated aver-: Retail delivery 
Sales area and period A age daily : price, psx 
II FI eden NOM de Cara tanlgl a ete ha Class I sales } uart 
: Pounds : Cents i 
Boston: ‘ : 
April 1934 to September 1934 : Ly618;.000 ; cae 
October 1944 to February 19355 5 1,592,000 : Lg 
Percentage change : -~ 1.6 : + 9.1 1 
March 1935 and April 19355 : are O00 : 13 
Percentage change : ~ 1.0 : +. 8.35 
Detroit: 2 cm : 
April 1934 to June 1934 ; 1, eet, 000 : 19 
July 1934 to February 1935 a) tyencodt/ %: AE 
Percentage change ; - 4.4 ; +10.0 
March 1935 ;  )lytas{000 af os 12 
Percentage change : ~ lee : + 9.1 F 
Evansville: ; : “ 
May 1934 to September 1934 ; 43,764 7 9 d 
October 1934 to Merch 1935 : 41,635 : 9.5 : 
Percentage change A ~ 4,9 3 + 5.6 
Grand Rapids: : : 
August 1934 and September 1934 3 eee : 9 
October 1934 to Mareh 1934 : nee ‘ 10 
Percentage change oe 0.0 : +11.1 
Kalamazoo; : A 
July 1934 to November 1954 : 20,4 oo 2 10 
December 1934 to February 1955 : 40,720 ; 8 
Percentage change : +10.9 : -20.0 
March 1935 : 39,097 : 10 ‘ 
Percentage change : ~ Beh : +2520 
Absolute average percentage : : , 
change 2 : 53.4 : 12.3 | 
ru habe : : 
Tables 24 ta 28, inclusive, appendix. | 
y Adjusted for seasonal variation. 4 
2 Represents average of percentege changes without regard to signs. i 
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On the basis of the foregoing, it appears that it would require a 
very marked decrease in price in order that any eppreciable seasonal 
increase in the volume of milk produced for use as fluid milk be moved 
into consumption as fluid milk in the market as a whole. It is rather 
generally recognized thrt changes in the prices received by producers 
thet »re associated with changes in retail prices are relatively greater 
then the changes in retail prices. This is due to the fact thnt some 
of the more important elements in the gross margin between the price re- 
ceived by producers and the price at which the milk is sold at retail 
(transportation costs, country station charges and the like) do not 
change with changes in volume; in other words, they 2re fixed charges 
per unit. This being the case, the sensonal veriation in prices 
received by producers would be relatively greeter than the seasonal var- 
iation in retail prices, which, as was pointed out before, would have to 
be quite marked in order that sy appreciable seasonnl increase in the 
production of milk proiuced for use as fluid milk within the supply area 
be consumed as fluid milk. Over a period of time, the market scasonal 
variation in prices received by producers would tend to be reduced, 
since producers would change the seasonality of their production in order 
to sell e larger volume of milk at the time of year when prices were 
seasonally high, end would reducc their sales during the period when 
prices were seasonally low. However, it would be greatly to the advan- 
tage of some producers to change the scasonality of their production and 
little, if any, to others, depending upon the type of farm organization 
and operation followed by each. ‘Thus, given time for economic forces to 
work out their full effects, the seasonzl variation in supplies and 
prices received by producers, and consequently the seasonal variation in 
retail prices, would be much less marked thnn would appeer to be the 
case at first. 


seasonal inerense in the volume of milk produced for use as fluid milk 
by any desler is that, in order to hold the new customers later when 
supplies in the market are short, dealers would have to develop new 
sources of supply during the short season in order to have sufficicnt 
milk to meet the requirements of their larger business. These new 
sources involve an expense in development (see Part II, Section G) and 
may also have an equal or greater seasonal variation in production the 
following year. Ths alternative is to raise prices when supplies sre 
short and thereby reduce the customer's takings or to fail to serve the 
added customer. Hither of these latter procedurés is sure to lead to 


The second limitation to lowering prices on the basis of the 


dissatisfaction. 
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The foregoing facts and considerations suffice to exploin in 
large part why reteil prices of fluid milk tend to remain practically 
constant on a seasonal basis. hus, instead of reteil prices showing 
marked seasonal variation of such magnitude that the seasonal changes 
in volume of milk produced for use as fluid milk be moved into con- 
sumption as fluid milk, retail prices remain practically constant 
seasonally and seasonal changes in demend are reflected in greater or 
less takings of fluid milk, as the case may be, at the ruling level 
of prices. Such seasonal variations in demand we generally quite 
sriall, and are much less than the seesonal variation in the volume of 
milk produced for use us fluid milk that obtains in most milk market 
supply 3reass (See Table 17, Appendix. ) 18/ Thus, unless the volume 
of milk produced for use as fluid milk is: equal to fluid milk reguire= 
ments on a seasonal basis, the seazsoncl increase in the volume of 
milk produced for use as fluid milk is diverted to uses other than 
fluid milk. Stated differently, the seasonal increase in the volume 
of milk produced for use as fluid milk becomes a seasonal excess over 
fluid milk requirements. in the next part of the analysis of the 
price structure for milk within a milk shed, an explanation of the 
development of class prices, or ths classified price plen of payment 
for milk by distributors, will be set forth. 


is/ See also Ross, H. A., The Marketing of Milk in the Chicago Dairy 
District, Il]1.-Agr. Exp. Sta. Bull. No. 269, and Ross, H. A., 
Some Factors Affecting the Demand for Milk and Cream in the 
Metropolitan Aren of New York, U. S. Dept. of Agr. Tech. Bull. 
No. 736 
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The Price Structure for Milk within a Milk Shed - 
The Levelopment of Class Prices. 


The analysis of the price structure for milk within a milk shed 
will now be focussed upon the manner in which class prices or, stated 
more precisely, the classified price plan of selling milk to distribu- 
tors, develops in a milk market. At this point ib is important to sev 
forth as clearly as is possible in a short paper ,the difference between 
the classified price plan and the rating plan / The classified price 
plan is a method of selling milk to distributors, while the rating plan 
is a method of prorating to producers the proceeds of sales to distri 
utors. The classified price plan does net necessarily need to be 
complemented by the cperation of a rating plan, and classified price 
plans are often used where no rating plan is in operation. on the other 
hand, the rating plan under certain forms of administretion becomes in 
effect a classified price plan and a plan for prorating to producers the 
proceeds of sales to distributors. For example, in some markets, pro- 
ducers associations bargain for "base" and "surplus" prices; "hases" are 
established for individual producers for which "base’ milk producers re- 
ceive "basic" prices. Producers are shifted among distributors in such 
fashion that the total bases of producers delivering milk to any particue 
lar distributor are approximately equal to such distributor's sales of tive 
milk. However, pricing milk to distributors in accordance With a classi- 
fied price plan is usually more precise than that just noted, with a more 
strict accounting and pricing of milk according te use, and is not neces- 
sarily overated in conjunction with a base-rating plan. 


For the purposes of this paper, the classified price plan is dé- 
fined as a method of selling and pricing milk to distributors in accord 
ance with the use made thereof, while the base-rating plan is defined as 
a method of prorating to producers the proceeds of sales to distributors. 


It has already been Aemonstrated (see Part II) that, assuming 
Little seasonal variation in the demand for milk, certain supply character- 
istics operate so that, given differences in individual producers’ 
seasonal output curves, and providing that economic forces have time to 
york out thair full effects, producers who produce e relatively constant 
volume of milk throughout the year will receive higher prices, other 
factors accounted for, than producers who preduce a relatively more 
variable volume of milk throughout the year. furthermere, the producers 
who produce a relatively constant volume of milk throughout the year will 
tend to become associated with highly specialized fluid milk distribu- 
tors (highly specialized in the sense that the operating unit is engaged 
almost entirely in the distribution of fluid milk, while those who  pro- 
duce a relatively more variable quantity throughout the year will tend to 
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19/7 Often called base-surplus, ba Se-rating, and the like. © 
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precome associated with distributors who are less highly specialized (in 
the sense noted above). The assumption that there is little seasonal 
variation in the demand for milk was then examined, (Part TII) and it 
was found that certain factors operate so that there is marked seasonal 
uniformity in retail fluid milk prices, and seasonal changes in demand, 
which are very small in most cases, are reflected in slight seasonal 
changes in the quantities of fluid milk consumed at practically constant 
prices, rather than seasonal changes in the quantities of milk consumed 
that are associated with seasonal changes in retail fluid milk prices. 
ft sie in. tne analysis of the seasonal pehavior of retail fluid milk 
prices, and the effects such b chavior would tend to have upon the prices 
received by producers, that the reasons for the development of the 
seasonal excess were ascertained. 


Onee the development of the seasonal excess has been demonstrated, 
the basis for the effort on the part of specializcd fluid milk distribu- 
tors to secure @ uniform volume of milk throughout the year becomes ap- 
parent. Under these circumstances, the argument that specialized fluid 
milk distributors tend to secure milk to mect the needs of their fluid 
milk trade, which are practically constant seasonally, from producers 
who produce 4 relatively uniform volume of milk throughout the year, such 
producers receiving higher prices, other factors accounted for, than 
producers who produce a relatively more variable volume of milk throughout 
the year and, consequently, tend to become associated with less highly 
specialized distributors, applies with especial force. 


It should be noted that it is not contended that distributors 
sclect producers who produce a relatively uniform volume of milk through- 
out the year at random throughout the milk shed. It is rather well 
recognized that, generally speaking, producers within a particular type 
of farming area have markedly similar seasonal output curves. Thus, 
distributor who wishes to secure a uniform supply of milk throughout 
the year can usually operate in an area or arcas Where @ fairly large 
supply of such milk is available. 


The situation treated above with respect to the procurement of 
milk by distributors is strikingly similer to the situation thet ob- 
tains when distributors purchase their milk in accordance with the pro- 
visions of a formal classified price plan. In the former situation, 
there is a close approximation to the purchase of milk on & elessificd 
price basis, considering the market US 4 wholes, dus to the fact that 
those distribution units which cre highly specialized, 1.¢-, which 
distribute by fer the Lorger portion of the milk they secure a8 fluid 
milk, tend to pay higher prices for milk thin distribution units 
rhich are less highly specinlized, 1-Ge, which utilize relatively 
more of the milk they secure 4S menufecturing milk. The difference 
between this method of purchesing milk end a formel classified price 
method of purchesing 1s merely one of the degree ond precision with 
which milk is clessified in secordunce With the use made thereof. 
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Producers! cooperative associations have recognized the principles 
noted above in bargaining with distributors and have developed the system 
of formal class prices whereby milk is priced by cooperatives to distrip- 
utors in accordance with the form in which mil« is sold by distributors. 
Thus, a formal system of class prices, intended to secure the same result, 
is substituted for the rather informal system of cless prices discussed 
above. The distributor with the larger use of milk in fluid sales pays a 
higher average price than the one with a considerable utilization in man- 
ufsctured products. The system of formal class prices has the advantage 
for the producerst cooperative association of simplifying the bargaining 
arrangements, since it automatically establishes the basis of payment for 
the different dealers once the general terms for the market are determined. 
Without class prices, individual bargains would be necessary with each 
dealer in order to insure producers the full value of their particular 
milk, and the association would be exposed to the criticism of over- or 
under-pricing the milk of particular producers and over- or undercharging 
particular distributors. Class prices dispose of this necessity for indie 
vidual bargains and result in payments corresponding to the prices which 
vould heve been errived at under proper individual’ bargaining. 


In addition to the seasonal factors treated above which lead to the 
development of a classified price plan of selling milk to distributors, 
there are certain types ot organization of supply that would lead to the 
development of - vormsl class price system, even though the volume of milk 
produced throughout the year and the volume of milk consumed in the market 
throuzhout the year vere precisely correlated, except for daily variations 
in demand and supply. In such cases, the reason for the development of a 
classified price plan is to be found in the fact that there must be brought 
to market a volume of milk in excess of daily average sales, such excess 
volume being needed to seet daily veriations in sales. 


It is rether well recognized that there are significant variations 
in the amount of milk sold from day to day in a fluid milk market, such var- 
iations being attributable to such factors as (1) consumption and working 
habits of the people which tend to show a regular day of the tieek veria- 
tion, (2) holidays, and (3) changes in temperature 


Consumption and working habits of the people are such as to cause 4 
rather regular dey of the week varietion in the sales of various products. 
Most business concerns, for exam le, do not operate on Sunday and many also 
close operations on Seturday afternoons. The Sunday dinner is frequently 
a heavier and more elaborate meal than that served on week days. These 
factors affect wholesale and retail sales of the various products differ- 
ently. ‘Sholesale sales of milk and cream are ordinarily low on Sunday, 
vith sales to restaurants and cafeterias also low on Saturday. Sales of 
cream to stores are usually lerge on 3aturday, Friday and Monday. Route 
sales of milk and cream are heavier on Suuday. 


5) Koval es 


“Gxamples of the variation in the average sales on various days of 
the week for several markets are given in tables 6 to 10, inclusive. In © 
general, the greatest variation is found in cream sales, the range for 
the New York market for all cream being from 84.7 percent of the everage 
daily sales for the week on Sunday to 127.9 percent on Saturday. |For 
all mili in the same market the renge was from 90.2 percent of the Ea 
age daily sales for the week on Sunday to 102.8 percent on Friday. 
Rxemination of the tables indicates a greater variation in wholesale 
sales of fluid milk than of the retail sales, but in the case of cream 
the reverse may be the case. These variations differ in the various B 
sections of a large city depending largely upon the economic status of . 
the consumers and the number of persons who lunch away from home during 
the day. 21/ Since dealers have varying proportions of retail and whole- 
sale business and serve different sections of the population, they are un- 
likely to have variations in sales corresponding to those in the market as 
a whole. Some dealers will have larger variations in sales and others 
smaller variations. The difference in the character of the business of 
dealers and the consequent differences of sales by day of the week, even 
for the same type of products, are shown in tables 1k to 14) inclusive. 
These tables show the variation in the sales of Milwaukee, Wisconsin, 
dealers during the week of NOTIN ee te eet Lees The daily sales of each 
dealer have been shown as a percentage of his own average daily sales ice 
the week. This variation in sales among dealers means that the excess 
milk above the average daily ssles of the market is higher than would be 
the case if dealers had available some method of integrating their indi- # 
vidual fluctuations in sales with other dealers having different fluctua- 
tions, through a shifting of milk between them. 
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20/ Ross, H. A., Some Factors affecting the Demand for Milk and Cream in 
the Metropolitan Area of Nev York, United States Department of Agri- (i) 
culture - Technical Builetin 73, 1928. | 
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Table 34 Daily fluctuation in retail, wholesale and 
total sales ef fluid milk and cream in 
Reeding, Pennsylvania. 
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Compiled from "Distribution and Consumption of Milk in Reading, Pennsylvania," 
hy T. kK. Cotiden, Pennsylvania Agricultural Experimental 
Station, Technical Bulletin 614, November 8, 1936. 
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Holidays also exert a considerable influence upon milk and cream 
sales, since these are occasions for special activities. On certain of 
these days, notably during the summer, there is a considerable movement 
of people out of the city, while other holidays are feast days. In 
general, milk consumption appears to be somewhat decreased on holidays 
except for increases at Thanksgiving and Christmas. Sales of extra 
heavy cream at Christmas and Thanksgiving increase by over eighty per- 
cent. Data for the New York market are given in Table 15. 


Temperature is also an important factor in short-time variations 
in the demand for milk. In general, an increase in temperature is 
associated with an increase in demand, and a decrease in temperature is 
associated with a decrease in demand. In the New York market it was 
found that temperature changes in winter are more marked than in summer 
but that a change of a given number of degrees produced about three 22/ 
times as great a change in summer as 4 similar change in the winter. 


On the basis of the foregoing, it appears that a considerable 
volume of milk in excess of average daily sales must be brought to mar- 
ket in order to have a supply sufficient to cover daily veriations in 
the demand for milk. Few date sre available relative to the necessary 
size of this daily excess, hereinafter termed the operating reserve, but 
it appears to range from ten to twenty percent of average daily sales at 
least, and perheps higher in some marketse 


If the producers in the market so orgenize their service of supply 
to the distributors so as to remove from them entirely or even partly the 
necessity of carrying this "operating reserve", producers can secure & 
higher price for the delivered milk since the distributor has always 
available all the milk he needs for his fluid milk trade and is also 
relieved of the necessity of procuring his milk from a large number of 
individual producers end is under no necessity of taking milk, a portion 
of which must be disposed of in channels other than fluid milk. This is 
one of the services which operating producers' cooperative associations 
commonly provide distributors purchasing from them. They are thus able 
to sell distributors milk at a higher price than they are able to secure 
when distributors are not so serviced. There would thus arise what 
amounts to a class price for milk, distributors paying a certnin price 
for the milk called for from the association and used for fluid. purposes, 
with the association utilizing the remaining milk in the most profitable 
possible manner but inkuses yielding somewhat lower returns than the 
fluid sales. The difference between the prices charged distributors for 


22/ Ross, H. A., Some Factors Affecting the Demend for Milk and Cream in 
the Metropoliten Area of New York, United States Department of 
Agriculture Technical Bulletin No. 75, ppe 39-44. 
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Table 12. Daily fluctuetion in wholessle sale of 
pints of regulsr milk, Milwaukee, april 
ee-e8, 1934. 
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Compiled from unpublished deta secured during’the Milwaukee Milk 

survey conducted by the Federal Emergency Relief Administretion, 

and Wisconsin tmergency Relief Administrretion under the direction 
of the Agriculture] adjustment sdministretion. 
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Table 14. Daily fluctuetion in wholesale seles of 
quarts of 18. cream, llilwaukee, april 2e- 
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Compiled from unpublished d:ta secured during the Milwaukee Milk 
Survey conducted by the Federel Emergency Relief sdministration 
and the Wisconsin Emergency Relief Administrétion under the 
direction of the Agriculture] Adjustment Administration. 
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milk that is sold by them as fluid milk end ths price-the association 
receives for milk in other uses is, other factors being the same, tho 
premium distributors are willing to pay for milk when such milk is 
furnished them in conformance, with their deily needs. 


Although there may be other factors that, in-a particular mar- 
ket, also contribute to the development of a system of class prices, 
the foregoing brentment suffices to explain the more important 
considerations obtaining that, takeh as a whole, lead to the ah a 
ment of class prices in most important milk markets. 
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Table 17. Index numbers of seusonal veriation in fluid 


milk scles by distributors purchesing from 
3 cooper: tive associations. 


° Be a ae care aa Pr oe 
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Baltimore. q Boston : Twin Cities 
January Diet 96.9 98.8 
February Joed 97.6 POO 
Merch : 1Oiee : 98.6 101.4 
April : LOO. 97.2 ; LO.8 
May Lome 99.9 99..5 
June LOL .4 ; iG2.8 98.1 
July 22.0 106.8 Sis ae) 
August ; 96.4 103.61. ; eae 
September 100.5 100.5 ROE 
Jetober BLTIGee ; 100.4 LOZ. 
November 101..0 LOGS? LOI. 
December : Plans Die 98.0 
Average ; 100.0 ; 100.0 100.0 
Index numbers were celeulated by the median-link-relative method from 


date of fluid milk Suiles, omitting those months in which price changes 

Occurred, For hasic date used in computing the index for Baltimore 
See tables 17 and 18; for Boston, see tables 19 and 20; and for Twin 
4 Cities, seo tables 21 and 22, 
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Tablo 24. Sales and retail prices of fluid milk in tho 
Boston Sales Arcade q 


er er ese ane areca Nees” stn epee inatioacapaigs irene: Coase! wisn wiper bin nhsie pig, wire 


, : -Estimated: Retail : Retail: Class I 
Class I :Milk reported:Estimated: average :delivered: store :price per 
Year; sales :as percent of: total : daily : price : price :cwt. of 
and : of 3) -6stimateda < Class #: Class Iu: per : “per 33.707 ae 
month milk 1 Hota sales (3) sales s': oSales deiquart. < quart :f.o.b. City * 
: 000 lbs.: Percent ; 000 1bs.: 000 lhs.: Cents : Cents : Dollars 


1934 : ws : : ; : : 
April 941.9349" 89.5 7 4G, LOO ys 15540: kee Hv -d), 2s LORe 
May wy HA F599. 89.0 BDO Le et eG Lb as eh ; LOW Ns 2.95 
June ¢ ADP OOR 3 89.5 i AGE Olas! i OBS SF ast : LO es 2099 
July n AB IEG 89.5 POP Ge aed gene er > 1D) See eee 
August 1 Aaa. 4 90.0 2200706 00 OOS" een 1 i (a ee 2.99 
September : 42,847 : 90.0 a See BOG: BOSSE wey EL : ake Ky 2.99 
October o AGN SOs 90.0 ; (405609 « £,6035 & 12 : 1m 3.26 
November, + 43,482 - 88.5 + 6A0e Se 4) OBS LA : li as ame 
December ;: 42,698 ;: | 88.0. re eS OOM GL OG. el ole oe Ts ae 
1939 : : : : ‘ ; : 
January Ae OTe s BG. Ow 03) SEt090: Hi 58a 12 : Bits ig o.a8 
Melruary < 38,231 : Heese aa coeoe eT OGY oF we : iu Es 5.30 
March ae sec e 86.0 eee Ont 1 ON. ae ss : Le mr 3.49 
April 40,128) : BOsOLF. 1) 4GeG58e:) OH.556° ¢. 1 2a" | 4. (ie ee 
Aor Eto : : : 3 
September : : ‘ : id ey CL Lae 
October to: ; : : 

February : : : Sh Le Oe tare 12 
% change : : : : de a Tey : 
Mareh and ;: : : : : : 

April : : “ st eee 1% 
% change : : : : wb) Vee es 
et ee le ee 9 
Seles and Class I price compiled from reports of Market Administrator. é 


Retail prices compiled from reports of U. §. Department ef Agriculture Market Ners 
service. 


Ey: is ale 


e 
Table 25... Sales and retail prices of fluid 
milx in the Detroit Sales Area. 
; 
ee) ok)” Ck WEtet, Baka o buds: Deily. :Class 
Class I :reported :Estimated:Estimated: sales : Retail : Retail: price 
Year : Sales :as percent: total : average :adjusted:delivered: store :per crt 
and : Of Of esti- : Class I: daity: :for seae: price + price :ofi,5' 
monvhy : milk :mated : sales : Class I :sonalVae per - : per i/: milk 
; :totel sales: 7 8eles) :riation’; quant) + quarts oc 
: 000 1bs.: Percent : O00 Tbs.; O00 Tbs-: O00 lbs-: Gents : Cents:Doller 
1934 : : ae an : : : 
April ; 35,448 : UO | Werqoe, ca7 Mens: : O.275 2 SOLO 6 ig 2.02 
May } S37 3Gege: 98 weqoe, CLOW s ee ZaGs Yet Sly s 10 : 10 202 
y June : 89/957 |: Oo orrse. GEOVe Weelit : Waves = oak 2 7 ie 2.15 
| ely «. 2 MOS OS Eewwe Oe BiCace, 2eoGaaiees: : Rh1so 3 oe 2 He 2.25 
August >  1G4o44e 98 a ao, Oo w er eee lOO ss SS. LENE : iu aa) 
, September : 33,731 : Ce See Oban Lee A) 2.25 
October s 44, PT Cts ent eo decors A 145d 2 TE eg 2) 4h oe lag esae 
November : 33,419 : 98 toe, MOL wermbee7O F < SD 1O8. 2 af I : PE Beoe 
December § WSOP OL a: ee 98 fags EL LOG ke Sas - Te : ab Benl 
19355 : : : : : : : 
January » G4, 804% OF As (oe 650 3) Laset: 1281 ¢ 1a eae 
February > 134, 946% 98 SE COO oP LLL ty CL AG fae : ae Nae i 28 
March , (35,868 4: 98 Oy GOO ey Fe OE OG 12 ; Le eee 
t April to : : : : ; : 
June ; p : AGP SURMR? LAE PA vcs 10 
| July to : : ; ; : : 
February : : ; y WOH ELBOs casa L6G cme : : 
»  @echange =: : 5 : Weber ete OO ag : 
March : ‘ : ft ghee 2 a Bee 4 a 
PY % change ‘ : : 5 Re! a shige t $002 


Sales and Class I price: Compiled from reports of Market Administrator. 
Retail prices: Compiled from reports of the United States Department of Agriculture 
Market Mews Service. 


i See test for index used. 
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Table 26. Sales end retail prices of fluid milk f 
in the Evansville Sales area, 


Fg) 2 ts eee | eR rEstimated :Retail:Retail:class if 
:Class I :ported as :Estimated saverage :deliv-:store :price per 
Year :Sales of:percent of:total :daily :ered :price :pound 
and :butter- :estimated :Class I :Class J :>price :per sbuttertat 
month Pat : total :Sales of :sales of :per ‘quant 11.060. 
: :Sales :butterfat :milk SGRISanu? bt :CiGy ‘ 


sequivalentl We. 1st: ae 
> Pounds : Percent : Pounds S MPDUndS TeBCENts= Cents. © Cente 


. 
S| SR ee Scene ARERR Netie/toeerthr~ earenceENNSan See tiletieti’) pnisctlses iewve pammncoriog, 


ee 


1934 : ‘ ; ; : : : 
March ' : 55,017 GOW. 3 SROILSO seiSl,so3 aveyee. cevee 48 
ea gei 1 : 47,589 : 90 : Oe, 3. 46, GBSi5 s : ae 48 

May : 46,979 ;: CG tet SO, 000 Fay 4a S40 ain fs : 48 

June Abe 210°: 69 9; (04,565 <° 47 5689 g 8-9 48 

July ear TO? A 95 1 =. “80,2815: “42)662 9 8-9 48 

August + 45008 |: 20), TehOO) OOS ms 2g. abe 9 8-9 48 

September : 40,557 ; 6G. 6. "2 #865, 725 Bam AGT 5A 9 8-9 48 

October : 42,407 ; Ov). 's §p4G), Vides aie 9.5 ; 9-10 48 

November ; 41,153 ; G9 . : wiyA6, 239 45 40) S61 955.2 $9516 Dice 

December : 41,184 : 8 . + i446, B00 hous Bo),.728 9,5 43 4210 oS 
19255 P : : ; 

January ; 43,351 : 20 | + peel Les ee 40, 650 9.5 : 9-10 : 5S 
February : 40,059 : 88 . + as 45, S2lam soya aD ss Geet Om: 53 
’ Merch : 45,090 : G9 6: (00,668 5 44 4a 65 gs G=10 3 53 

May to Sept.: : ; Y 425.7 owes 9 
Oct. to Mar.: : : yee, COO. se OS 
Percent : : : : 

' change : : : 4 —%e9 s+ 366 


e 
° 


e . . . . 
_— A Ae | ANN: penn seme “ye AA ST A NS He yee ener ee 


NOTE: Percentage chanics from March sales and prices were not calculated since 
sales during that month sppcer to have been unduly high. 


Sales and Class T prices: Compiled from reports of Market Administrator, 
Retail prices: Compiled from reports of the United States Department of 
Agriculture Market News Service, 
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| Table 28. Seles end reteil Prices of fluidimidk 
| in the Kelsemezoo Srles Area 


:Class I - Milk re- :Estimated Retina: Retail > Glass T 


‘Séles.of :ported’es:total . :ted av:deliv- :price per 
Year :Milk -percent :Class I rerage :ered — :cwt. of 
and : :Of estima: Seles: T28lt Ve cend 73.5% milk 
Se ed teaas Close sStore |: f.0e be 
: oy, ROARS Sede el aah el worce ae Ct ty. 
: Ca LOSs in on: a. Seles :per -qt.: 
; 2 .=fOlnds. < ‘Perdent :Pounds :Pounds: Cents ; DOL ES 


L208.004: 4ioR SiyeOl 209 B40.656>" WOU ts) 1 65 

AUBUSG : 1055 642: 99 rds 070, 145 954,6882% 107). 1.85 
Sept. : 1,043,854." ~9g - “$2,064,647 -35,4862. 10. . 1ias 

October: 1,078,968: 98 20} 987 PSb7 516.9 TOs [eas 
November 1,062,866: 95 JL, IIB; 806 237 e04- (10 ur. lgayste 

December 1,145,373: 95 71,205,656 :38,892: 8  :. 1.85 


OGR: a ‘ : : : : 
Jenuary : 1,211,198: ve 31,274,945 :41,127- 8 : ees 
February: ibaa 550 eto ee 21,179,948 s42a,14): 8 ee Sap 


| Merely * ; 1,196,668: 95° <s1 891 294 139.3977 610 Sa. | json 
ee uly tO Sd) Be oS og i ee oa : 
November: *° " : : WOO, oe LO) 
December: ; oN pear eEe ; : 
to Feb.: re os : 740,720: 8 
(change : : : TUL ee noe 
March : : 2 39.397: :- 10° 
® Changes . ata. = 3 : Seiere.git esr 0.* 
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Sales and Class I Prices compiled from reports of Market Administrator. ¢ 
tetail prices compiled from reports of U, 5. Depertment of Agricul- | 
ture Market News..Service, 
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Table 29. Sales and retail prices of fluid 
milk in the St. Louis Sales area. 


Year :Class I :Milk re- -Ustimated:Est imated: Index :sRetesil Clase fF 
and :Ssales sported as :total ‘average i:of av-:deliver-:price 
month of milk tpercent of ‘Class I :daily ‘erage :ed price :per cwt, 
: ‘estimated :sales ‘Class I :daily :per Of Bs5% 
: :total Class; >sales -Class :quart >milk 
: sales ; ; oe ; STieOeie 
: ; *Sales ; ,CLUy 
: 000 OOO Lbds.: ; Berean 000 coi OOG Liss! Per. « Cents :Dollars 
- cent ; ; 
1934 : : : ‘ ; : 
April 2 Lh, Oe4 ) + 99.8 x Legene! is 562 cy LOS Te LE > 65 
May 2 15.00 be: 100.0 LG ZOOL -¢ 584 te Owe ne i eee 
June > 17,928 =; 100.0 ty gan? 2) = Sama 598 2 LOG ws Al - 2400 
July Leese: 99.7 Pele ieG4, 3 590 a=, LO ahd +) eee 
August oy eae oe 99.8 : 17,517 : DoS Le DIR os iia fo Seco 
September : LOS ?, 3: O95? Pies ee” % 541 : 98: : 13 see 
October > 16,923 : 99.5 2 EA SO0G it 949 : 99 ;: iT 2) anes 
November < L676) 8 97.9 LO, ola <\ 054 ; OF: Li $i sates ete 
December See Nes ok? Dae J2568 ?-Lo,sOL, « 510 : wes pe : 2600 
1955 : : ; : ' 
January ees 02 2 3966 + 16,0168 | ¢ O17 : 94 ; af ; xe 
February : 14,709: (s 99,5 rae a SS Hs Gee 528 : 96 : 11 ©. .eOO) 
March : 16,783 : 99.9 7 26,800 : 942 : ve: ie ; faves 
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Sales and Class [I prices: Compiled from Reports of Market Administrator, 


Retail prices: Compiled from reports of the United States Department of 
Agriculture Market News Service, 
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Outline of Plans Used to Adjust Basic Amounts 


He BY, . ar 
The Maryland and Virginia Milk Producers! Ass'n, Inc; 


1. Prior to October 1, 1928, bases: were set each year on the basis 
of 100 percent of preceding fall months! average production. 


2. On October 1, 1928, permanent basic quantities were established 
for all members on the basis of 90 percent of their average monthly pro- 
duction of the fall periods of 1925, 1926, ana 1927. 


This total basic allotment was the approximate amount of Class 
I soles at that time. 


Say Imathe £511 periods of 1928, 1929, ana 1930, if production was 
such that the new Shipper basis increased the established basic amount, 
the producer was given the new shipper basis. This plan increased the 
bases of 650 producers and added 2,791 gallons per day to the total basic 
during this three-year period. a Pee ee , 


-+ Due to the abnormal increase in production of many shippers as 
indicated by the number taking the new shipper basis, it was found not to 


be equitable to producers who madé deliveries in accordance with market 
conditionss 


4. Angust 1, 1930, those producers whose shipments during the fall 
of 1929 were in excess of 110 percent of their basic quantity were given 
an increase of 20 percent of this excess. ‘This added to the narket 
approximately 10,000 gallons of basic per month and increased the basic 
amounts of 606 producers. This was an increase of about 330 gallons per 
day or a .76 percent increase. 


This increase was. allowed in an effort to increase the basic 
amounts of the producers carrying the lower percentages of basic amounts. 


5. May 1, 1933; basic anounts were reduced 10 percent if the per- 
centage of surplus Shipped during 1929, 1930, ana 1931 was less than 35 
percent and between 35 percent and 40 percent, a reduction of 8 percent. 
If the percentage of surplus was 40 percent or over, no cut was made. 


It was found at this time that allotted basic amounts were con- 
siderably above fluid milk sales due to a decline of consumption. For 
example, Class I sales in April 1933 were 11.8 percent less than the 
corresponding month in 1932 in relation to basic purchases. 


On this plan, 806 producers reccived a 10 percent cut and 104 
received an 8 percent cut; 214 producers did not receive a cut, 72 of 
which were new producers and 142 were old producers with 40 percent sur- 
plus or over in 1929, 1930, and 1931. This reduced basic amounts approx~ 
imately 80,000 gallons per month or about 2,660 gallons per day, which 
was a 6.6 percent decrense for the market. 


6. January 1, 1934, if the established basic quantity was less 
than 72 percent of the average monthly fall shipments of 1930 and 1921, 
the basic quantity was increased up to 72 percent of these two falls! 
average monthly production. At this same time the new shippers of 1931 
were increased from 50 percent to 60 percent of their fall production 
of 1931, and the new shippers of 1932 were increased from 40 percent to 
50 percent of their fall production. of 1932. 


After a thorough study of the basic amount situation, it was 
found that steps should be taken to increase the basic amounts of some 
producers who were carrying above the average percentage of surplus. 
The above plan was adopted to correct this condition. 


This change increased the basic amount of 587 old producers 
and 56 new producers and added 91,896 gallons of basic per month, or 
about 3,063 gallons of basic per day, to the market. This was about an 
8.6 percent increase in basic amounts. 


7. January 1, 1935, producers were increased to 72 percent of 
their 1933 fall shipments with a 20 percent limitation on fall months! 
production from 1930 --1931 to 1933. New producers of 1931 were raised 
from 60 percent to 68 percent of their 1933 fall shipments with a 20 
percent limitation on fall months! production from 1931 to 1933. New 
producers of 1932 were raised from 50 percent to 64 percent of their 
1933 fall shipments with a 10 percent limitation on fall months produc- 
Picnarrom 1930 to. 1933, 


This plan increased the basic of 239 old producers and 24 
new producers, adding 25,907 gallons of basic per month, or 2.0 percent, 
to the total basic. 


This plan was a continuation of effort to bring about a more 
equitable distribution of basic amounts. It was found that, due to 
changes of production on individual farms and increases in production by 
some producers, basic amounts were in need of further adjustment and the 
above plan was adopted as a means of accomplishing this purpose. 


8. July 1, 1935, new producers of 1933 were raised from 40 per- 
cent of their 1933 fall shipments to 56 percent of their 1934 fall 
shipments, with a 10 percent limitation on fall months! production fron . 
1933 to 1934. This change increased the basic of 10 producers, adding. 
1,732 gallons of basic per month, or 00.13 percent, to the total basic. 


This plan was adopted upon recommendation by the Adjustment 
Committee which studied the new shipper problem thoroughly, due to the 
feeling that in the previous plan, outlined in paragraph 7, the new 
shipper of 1933 was entitled to further adjustment. 


9. March 1, 1934, and continuing until April 30, 1935, the 
association paid the basic price for 95 percent of established basic 
amounts. May 1, 1935, this percentage was raised to 97 percent. The 
percentage remained at 97 percent for June, July, and August. 


B~3 
10, Effective Soptenbet 1 logs. 


A. Producers who established their base prior to the fall of 

1933; 

(To receive one of the following, whichever results in a 

higher base. ) 

1. 69 percent of the 1934 fall months! average production 
with a linitation of 20 percent on increases in fall 
production from the falls of 1930-31 to 1934 ox fron 
the fall of 1933 to 1934, whichever is better for the 
producer. 


2. Return 5 percent to the basic quantity held May 1, 
1933, where cut was nade at that tine. 


B. Producers who established their base in the fall of IGG. 
1--60 percent of their fall nonths! average production. 
C. Producers who established their base in the fall of 1934; 


1--50 percent of their 1934 fall months! average produc- 
tion with a limitation of -1.2 gallons basic per stall per 
day. 


The above plan was a continuation of a constant study and 
effort of the association to keep basic amounts equitably distributed. 
This plan increased the basic of 574 old producers and 24 new producers, 
Of the 574 old producers benefiting, 321 received an increase by virtue 
of returning 5 percent to the basic held May 1, 1933; thé remaining 253 
benefit by reason of receiving 69 percent of their average 1934 fall 
shipments. The limitation provision affects 71 producers: .| , 


The above plan added 45,924 gallons ‘of basic per month, or 
1,510 gallons per day, or 3.4 percent, to the total basic. 


This plan was also adopted, as others were, to keep the basic 
amounts cquitably distributed as fairly as possible to sll producers. 


ll. September 1935 the percentage of allotted basic amounts paid 
for at basic price was 90 percent, and for October, November, and é 
December, 92 percent. These percentages were set in order that the amount 
of milk paid for at basic price might as closely as possible conform with 
fluid milk sales. 


2. In accordance with a resolution: passed by the Board of 
Directors, it is necessary for all producers to deliver during the three 
fall months of 1935 (October, November, and Decenber) an average of 100 
percent or more of their 100 percent allocated base in order to maintain 
their base. Producers whose average deliveries during October, November, 


DS 


and December of 1935 are under their existing 100 percent allocated base, 
will receive, January 1, 1936, a 100 percent base equal to their average 
deliveries during this period. 


Allowance was made for producers losing cows due to Bang's on Government 
tests only. 


Under the above requirement 121 producers received a decrease in 
100 percent base January 1, 1936, by reason of shipping under their 100 
percent base during the fall of 1935. A total of 151 producers shipped 
under their 100 percent base, but 30 were completely exempted from loss 
of base on the grounds of Government Bang's tests. Of the 121 who lost 
base 5 producers received some allowance for loss of cows due to Bang's. 
The total 100 percent basic on the market was reduced 14,000 gallons, 
or 1.0 percent, by this action. 


13. Effective March 1s) 1936. 


A. Producers who established their base prior to the 
fall of 1934: 
(To receive as a 100 percent base one of the following, 
whichever is greater. ) 


1. Seventy-five percent of the average monthly produc- 
tion during October, November, and December of 1935, 
but in no case is this new base to be greater than 
25 percent over and above the existing base. 


ee The existing 100 percent base. 


B. Producers who established their average in the fall of 
1934 to receive as 100 percent base 65 percent of their 
average monthly production during October, November, 
and December of 1935, with a limitation of 1.2 gallons 
per stall per day and provided that the new base is not 
more than 25 percent over and above the old base. 


This adjustment increased the 100 percent basis of 400 old producers and 
1 new producer, adding 65,000 gallons, or 4.8 percent, of basic to the 
market. This increase in the total basic necessitated a reduction in 
the percent of 100 percent basic for which the basic price was paid from 
92 percent to 88 percent. 


On the basis of this 4 percent reduction in payment base, of 
the 401 producers receiving an increase in 100 percent base only 334 
producers actually received an increase in payment, there being 67 
producers vho received an increase in 100 percent base that was less than 
4.0 percent. 


B-5 


Outline of Plans Used to Establish 
Basic Quantities for New Producers 


A. Producers just beginning to ship. 

(It has always been the policy of the association to pay basic price 
for a percentage of each month!s deliveries prior to the fall period, 
3 raising this percentage with the beginning of the fall period, and 
is establishing a fixed quantity on January 1 based upon same percent- 

} 


age as used during the fall period.) 


Year Prior to fall During fall 
period period 
1926 50% | 100% 
1927 50% 100% 
1928 50% 70% 
1929 50% a 60% 
1930 40% 60% 
1931 30% 50% 
1932 30% 40%*(4 months) 
1933 30% A0%* 
1934 25% 40%* 
: 1935 40% 50% 
1936 40% Not yet determined 


| *Established quantity allocated January 1 limited to 1.2 gallons per day 
| per stall. 


B. Producers who bagan shipping at least one year prior to effective 
date of any general basic adjustment. 


1. Prior to January 1, 1934, such producers were classified as old 
producers. 
2. January 1, 1934: a 
(a) New producers of 1932: 
Increased from 40 percent to 50 percent of their 1932 fall 
production. 
(b) New producers of 1931: 
Increased from 50 percent to 60 percent of their 1931 fall 
production. 
ee Wanvary dy L9G? 
(a) New producers of 1932: 
Increased to 64 percent of their 1933 fall production with 
a 10 percent limitation on fall production from 1932 to 
1933. 
(b) New producers of 1931: 
Increased to 68 percent of their 1933 fall production with 
a limitation of 20 percent on fall production from 1931 to 
1933. 


4, 
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6. 


July 1, 1935: ' 

(a) New producers of 1933: i 
Raised from 40 percent of their 1933 Phe deisusnts to 56 
percent of their 1934 fall shipments with a 10 percent 
limitation on fall hse tt from 1933 to 1934, 

September 1, 1935: 


(a) New producers of 1934: 
Raised from 40 percent to 50 percent of their 1934. fall 


production with a 1.2 gallon per stall per day limitation. 


(b) New producers of 1933: 
Raised from 56 percent to 60 percent of 1934 fall without 
limitation. 


March 1, 1936; 
(a) New producers of 1934; 
Raised from 50 percent of 1934 fall to 65 percent of fall 
of 1935, with a 1.2 gallon per stall per day limitation. 
(b) New producers of 1933: 
Raised on par with old producers. 


